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NATIONAL POLICY AND ISSUES 


JINGJI YANJIU COMMENTS O'% TECHNICAL REFORMS 
HKO90642 Beijing JINGJI YANJIU in Chinese No 6, 20 Jul 83 pp 67-69 


[Article by Wu Baofa [0702 1405 3127] of Shanghai Light Industry Workers' 
College, and Lin Gengchun [2621 2577 2504] of Shanghai No 1 Textile Indus- 
try Company: "Technical Reforms Should Be Integrated With Industrial Re- 
structuring" ] 


[Text] All industrial enterprises in China have different potential, and a 
bigger production potential can be tapped through eliminating barriers among 
departments, regions and enterprises, organizing enterprises of various 
trades, and carrying out technical reforms through integration and restruc- 
turing. 


Facts have proved that industrial enterprises will be able to further promote 
technical reforms and fully encompass the results of the reforms only when 
these reforms are iutergrated with industrial restructuring; only in this 
way can the reforms of individual enterprises be further developed to the 
reforms of whole enterprises, and the reforms of a factory be further de- 
veloped to the reforms of whole trades, so as to attain still greater social 
economic efficiency. 


Now, technical reforms of industrial enterprises in many regions, departments, 
and particularly central cities have already gone beyond the scope of individu- 
al enterprises to reforms in whole trades. This measure not only represents 
a successful experience in the past technical reforms, but is also a trend 

of future technical reforms. It is because, first of all, [word indistinct] 
to characteristic features of industrialized and mass production, the various 
enterprises of a trade represent an indispensable organic body and, there- 
fore, they will be able to develop healthily only when they properly coordin- 
ate with and supplement each other. Therefore, in order to improve the 
productivity of the whole trade and achieve higher economic efficiency, we 
cannot just concentrate our efforts in technical reforms for enterprises; 

on the contrary, we must make overall planning and arrangement for the whole 
trade and carry out the reforms by linking up the various enterprises within 
a trade to form the technical reforms of the whole trade. Second, within a 
trade there are many enterprises of the same or similar nature and, there- 
fore, they have the same or similar tasks in carrying out technical reforms. 
If we do not make overall arrangement for the whole trade and consequently 








allow each enterprise to carry out its own reforms, our manpower, material 
power, and financial power will be dispersed and, as a result, we will cause 
waste and hinder the trade from achieving the best economic efficiency. 
Third, owing to their position in national economy, enterprises often con- 
sider their intermediate interest rather than long-range interest. But the 
wanagement departments of the whole trade are in a better position to inte- 
grate intermediate interest with long-range interest. Finally, all indus- 
trial departments and trade have to supplement each other's shortcomings. 


Therefore, various industrial departments and regions must lose no time in 
shifting from carrying out technical reforms of individual enterprises to 
reforming the whole trade gradually and in a planned way and pay attention 
to integrating the reforms with industrial restructuring. 


But such integration is conditional. If we carry out the integration in such 
a way as to disregard objective productivity and actual needs and feasibility 
in localities at that time, and use administrative mandatory methods to 
forcibly realize the integration, we will not be able to attain better social 
economic efficiency; on the contrary, we will hamper the development of the 
national economy. Our work should be carried out in accordance with objec- 
tive needs. If we fail to carry out reforms in industry, the application of 
scientific results will be hampered. Only under such circumstances can we 
regard the conditions for such integration as ripe and achieve good results. 


In our view, the following methods are applicable to correctly integrating 
the technical reforms of industrial enterprises with industrial restructur- 
ing. 


1. Change from “many points" to "few points" and set up a concentrated 
technical processing center. When technical reforms are being carried out 
with regard to key processing technologies and processing of the materials 

of certain products, the method of industrial restructuring may be used to 
concentrate the reforms of various enterprises. In this way, technical 
achievements can be used concentratedly to achieve advanced technical 
standards; consequently, we will be able to improve production efficiency. 

At the same time, in this way we will be able to concentrate our manpower, 
material power, technical power, and leadership power in carrying out tech- ™~ 
nical reforms to attain faster and better results with less money. But the 
extent of such a technical processing center must accord with the reality 

of various regions and departments concerned. We cannot carry out the con- 
centration by disregarding objective conditions; on the contrary, the con- 
centration must be carried out relatively and conditionally and be based on 

the scale of production, technical conditions, transportation conditions, 

and management level of various regions and departments. One or several points 
may be set up for each technology, or we may set up points for coordination 
between different trades and regions following the development of the reforms 
of our national economic system. 


2. Change the "crisscross" situation to a "parallel" situation and carry 
out rational division of work according to product series in order to guarantee 
that enterprise technical reform strength will be relatively concentrated to 








quicken the reforms. Many industrial departments and enterprises in China 
are producing the same products, many factories are producing the same types 
of products, and an enterprise is producing many varieties and specifica- 
tions of products; thus with repetitious and crisscrossed production, these 
units affect each other and consequently, different enterprises are not in a 
position to fully display their different advantages. Under this condition, 
enterprises often have no ability to quicken their technical reforms or can 
only disperse their strength with efficiency that leaves much to be desired, 
or they can grasp certain work and lose hold of other work. In order to 
quicken the process of technical reforms, it is necessary to rely on indus- 
trial restructuring; that is, it is necessary that within a trade "each 
factory has its own key work and each key work has a specialized production 
line" so as to carry out the necessary processing of product series and en- 
able factories to supplement each other's shortcomings. It is also imper- 
ative, through rational readjustment, to enable all enterprises to have a 
definite orientation for their technical reforms so that with more concentrated 
goals they will be able to properly use technical reform strength and quicken 
the pace of their reforms. 


3. Change from "bit and complicated" to "small but specialized." To attain 
this goal, it is necessary to strengthen weak links in technical reforms, 
quicken the renewal of varieties of products, and promote the development of 
production. The proportion of enterprises characterized by being "bit and 
all-embracing" and "small but all-embracing" is very big among industrial 
enterprises in China. And in carrying out technical reforms, often we only 
pay attention to the reform of products in mass production and those that 

are well-known. On the other hand, we neglect technical reforms for those 
products in small-scale production, particularly new products. Therefore, 
many enterprises only produce new products as samples, gifts, or exhibits, 
and this situation is to blame for the set system that has lasted for decades 
among many enterprises with regard to varieties of products. In order to 
change this situation, it is imperative, first of all, to resort to industrial 
restructuring so as to take part of the production tasks from the "big and all- 
embracing" and "small but all-embracing" enterprises and set up specialized 
factories for carrying out technical reforms and promoting product upgrading. 
In particular, the products that are urgently needed by market and for which 
old factories have no conditions for forming production lines must be put 
under the production of specialized factories so as to quicken the reforms 

of the products and quicken the formation of specialized production lines and 
new productivity to meet social needs. 


4. Change from "within factory production lines" to "outside factory produc- 
tion lines" and form a coordinating system of tiie division of work within a 
trade. There are two ways to develop the production of products that are 
characterized by many parts, complicated technology, and mass production. 
First, technically reform the original enterprises so as to expand productiv- 
ity. Second, set up specialized factories to take from the or ginal enter- 
prises such work as making products and technical processing in a planned way 
and step by step so as to expand productivity. Practice has proved that in 
large-scale production, the latter reform has the advantages of lower invest- 
ments, quicker development, and higher efficiency. Therefore, all the regions 








denartments that have the necessary conditions must get rid of the old method 
of the bigger the better, and take the new road of specialization ind form 
factories for assembling whole machinery as the center, coupled with the 
factories that produce parts. In this way we will be able to form a com- 
plete coordinating production system for specialized production and conse- 
quently, change from within factory production lines to within trade produc- 
tion lines. As a result, on the one hand, the production of such factory will 
become monolithic and provide favorable conditions for carrying out technical 
reforms in a deeper way and for using highly efficient equipment and technol- 
Ogy; On the other hand, enterprises will be able to concentrate their technical 
reform strength to provide good conditions for making a technical breakthrough. 
5. Let "hens" lead the "chickens." This means that it is necessary to dis- 
perse and integrate products to promote the reform of old factories. In the 
process of the readjustment of the national economy, production tasks among 
some enterprises are not balanced. Old factories with saturated production 
tasks are limited in their effort to increase production through techuical 
reforms. Therefore, various regions and departments might resort to organi- 
zational strength to shift part of the tasks from the task-saturated enter- 
prises to the enterprises that do not have enough tasks. In this way, the 
old factories shift the production of certain products and give technical sup- 
port to other factories to help promote new factories. As a result, the new 
factories with shifted production tasks are able to grasp technology in 
shorter period, fully make use of the original enterprises and equipment, ana 
produce pro .ucts that are urgently needed by the people. On the other hand, 
the old factories that have shifted part of their production tasks have time 
for carry‘ng out technical reforms and upgrading products. in addition, 
through concerted effort, with the old factories shifting some product proces- 
sing tasks to the factories that do not have enough production tasks, both 
sides will be able to produce certain products. The old factories that are 
helping new factories in technology and equipment will then be able to tech- 
nically reform the part of the products that are to be produced by themselves 
and, cons: juently, they wil! be able to expand their productivity. This re- 
adjustment can be carried out among enterprises of the same department, among 
enterprises of different departments, among enterprises of the same ownership, 
and among enterprises of different ownership. This readjustment may invoive 
different organization systems, but through rational economic measures, such 
integration will quicken the process of technical reforms and develop produc- 
tion. 


6. Change from "independent construction" to "complete construction" so that 
new construction projecis will be able to integrate industrial restructuring 


with technical reforms. The development of the national economy in China 
mainly relies on tapping the potential of the existing enterprises and in- 
tensiv: expanding reproduction. But it is necessary for trades with products 
in sho: upply and which are weak to carry out certain capital construction 
projec sit the arrangement of the projects does not mean just to increase 
productivity on the original basis; what is more important, the projects must 
be integrated with technical reforms according to the characteristics of the 
trades ii the regions and departments concerned so as to fully tap and use the 


existing potential. If we are able to correctly integrate technical reforms 
with industrial restructuring, it can be expected that our national economy will 
develop more ranfdly. 


CSO: 4006/647 








ECONOMIC PLANNING 


VICE MAYOR ON RAISING ECONOMIC RESULTS IN TIANJIN INDUSTRY 
Tianjin TIANJIN RIBAO in Chinese 4 May 83 p 2 


[Excerpts from a speech by Liu Cengkun [0491 2582 0981], member of the 
Stancing Committee of the Tianjin CPC Party Committee and Vice Mayor of Tianjia, 
at the Tianjin Municipal Industrial and Communications Work Conference on 

28 April 1983: "Raise Industrial Production by Focusing on Raising Economic 
Results" ] 


[Text] We have act..eved considerable results in the short time of the present 
Industrial and Communications Work Conference. By conscientiously studying 
the speeches made by leading comrades of the State Council and the spirit 

of the National Industrial and Communications Conference, by linking up with 
realities and deepening understanding, the participating comrades have 
enhanced their knowledge and strengthened their consciousness of the shift in 
economic work toward a path of strongly emphasizing increasing our economic 
results. They have gained a clear idea of the situation and a determination 
to overcome difficulties and have gained the confidence that the state plan 
can be completely fulfilled. 


In the following I shall discuss four questions: 


1. A Correct Realization of the Situation Faced at the Tianiin Industrial 
and Communications Work Front 


For the speedy development of Tianjin we have received much support in all 
fields from our central authorities. Most recently, the State Council 

approved for Tianjin the expanded authority to experiment with the introduction 
of new technologies and the transformation of medium and small-scale 
enterprises. Assurances were given that the development of the light and 
textile industries at Beijing, Tianjin and Shanghai will be supported. All 
this makes it quite clear that the central authorities place great 

expectations on Tianjin. This year is crucial for the realization of the 

Sixth 5-Year Plan, and it is also the first year of our all-out initiation of 

a new phase in the socialist modernization drive. Total fulfillment of this 
year's plan and of our various tasks will build the foundation for the 
realization of our strategic goal for the next 20 years, will bring us up 

to standard level, will get us prepared, will be our first step in laying a 
foundation that will ensure fulfillment of the Sixth 5-Year Plan, will create 
the required conditions to ensure the smooth progress of our transformations, 
and will contribute to a consolidation and development of a good buyer's market. 
We shall imolement one step further the policy of readjustment, restructuring, 
reorganization and upgrading, and by every possible means do a good job in 
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our work in all fields of endeavor to initiate a new phase of high results 
and increased growth. 


We must realize that there are many favorable factors for the fulfillment of 
this year's plan and helping us to achieve considerably improved economi« 
results. First, there is the concern and support shown by the central 
authorities; second, the fact that the municipal party committee attaches 

the greatest importance to economic work, and that it further strengthened 

its guidance of all economic work; third, the National Industrial and 
Communications Conferénce put forward clear and definite directions for this 
year's industrial and communications work; fourth, for several years we have 
implemented the eight-character principle [of readjustment, restructuring, 
reorganization and upgrading] and effected fairly substantial changes, whether 
in the structuring of products, or in enterprise structures, technological 
levels or in managerial standards, and a very good new foundation was laid 

in this respect; fifth, the readjustment and restructuring of our leadership 
teams at all levels and the change in direction, that startcd in all spheres 
to orient our work more and more toward the four modernizations, are bound 

to stimulate production; sixth, the swift and vigorous development of 
agriculture and the briskness of the markets are all providing an excellent 
foundation and beneficial conditions for industrial growth; seventh, during 
the current year the various industries will put certain additional 

production capacities into production. The above points reveal that 
conditions for the development of Tianjin's industrial production are very 
favorable, and that rarely since the founding of the PRC has industrial 
production met with so advantageous a situation. We must fully recognize 

and take full advantage of these beneficial conditions and promote the 

further cevelopment of our industrial production. Of course, on the other 
hand, there are indeed also quite a few difficulties in fulfilling this 

year's plan, as, for instance, the large shortfall in energy resources, the 
extremely tight communications and transportation situation, stagnant sales of 
certain of our products, shortages of certain important raw and other 
materia!., also the rising prices of certain raw materials when prices for the 
finished products are dropping, etc. These factors have a certain adverse 
effect on industrial production and on state revenue. Every single unit is 
now engaged in accounting, which is indeed necessary as the only way to get to 
know how things stand. However, accounts can be rendered in two ways. One 
way is to only count all objectively unfavorable factors in order to haggle 
with the superior authorities over prices and place one's hope on having 
previous directives tuned down. Another way is to try to gain a clear idea of 
all ditficulties by u balancing of the books and an analysis, to establish 
short!.ills, notice potentialitics and devise measures to tap any potential. 


Some wunils have set themselves the rule, "Direct attention to the internal 
structure, tap any potential, base on own capabilities, compensate objective 
adve factors by developing own potential.” In our opinion this is the 
posit iititude. We must recognize that on the one hand there are indeed 
many tive adverse factors, which must be taken very seriously and dealt 


with conscientiously. However, on the other hand, it is even more important 
to realize that we have a very large untapped potential. Since the start of 
this year, productivity in many branches of industry not only failed to 
increase, but on the contrary went down. In some units labor productivity 
went down steeply. In particular, in many of our enterprises management was 
chaotic, ineffictont use was made of raw and other materials or of energy 
resi 5 a very serious state of losses and wastage prevailed. All 
thi ‘trates that there is indeed a great potential in our industry. 








With regard to our industrial enterprises we must not only talk vigor, but 
also talk pressure. It is only by bestirring ourselves, »y fully arousing 
the technical personnel, the large number of our cadres and the masses of 
staff and workers to learn progressiveness, to seek out shortfalls, curb 
wastage, revise past methods, go in on a large scale for increased production 
and practicing of economies and be actively achieving scientific and 
technological progress, that we will certainly be able to totally fulfill and 
overfulfill this year's state plan. 


2. Clarifying Certain Points of Guiding Ideology 


(1) While Emphasizing the Raising of Economic Results, Persist on Realizing 
the Unity of Results and Pace of Development 


Raising economic results means to produce more products required by society 
with as little as possible expenditure of human labor and material 
consumption. It means development of our industrial enterprises as well as 
increasing revenue for the state and waterial benefits for the people. 
However, for a long time in our past we only paid attention to the output 
value, and it is only in the last 2 years that we began to pay attention to 
profits; the two have now actually become the two firmly established norms in 
organizing our production from top to bottom. The output value is now our 
basis for the computation of the pace of developments; without a proper tempo 
we cannot realize modernization, and it would be wrong to take the pace of 
development lightly. Increasing profits is a duty that industrial enterprises 
must endeavor to discharge to the best of their abilities, and it is also a 
major source of our government's revenue. Both norms must therefore be 

taken seriously. We are firmly determined to increase this year the tempo of 
production and to fulfil the tax obligations of the plan, so as to guarantee 
the Fifth and endeavor to fulfil the Sixth 5-Year Plan; we must not wéver. 
However, accelerating the pace of development must be carried out on -.1e 
premise of increased economic results and of realizing the unity of results 
and tempo of development. The practice of pursuing output value without 
regard for the needs of society creates conditions of overstocking of products 
and wastage, and even leads to fraud and deception; it is obviously erroneous. 
It is equally erroneous for enterprises to pursue nothing but profits-- 
disregard social results, go in for every kind of highly profitable business in 
a big way while doing little where profits are small and dropping altogether 
any operation that is unprofitable, without being squeamish about methods. 
Conditions of this nature must be speedily changed. To achieve a genuine 
improvement of economic results in industrial production, it is necessary for 
us at present to concentrate our efforts on the following poit.ts: First, 
expend efforts on the improvement of product quality, increase the variety of 
designs and assortments and increase manufacture of easily marketable and 
demand-oriented products. Second, expend efforts on raising the rate of 
effective utilization of energy resources and raw and other materials, the 
rate of yield and on the reduction of wastage. Third, exert efforts on the 
reduction of production costs, economize on unreasonable expenses and speed 

up capital turnover. Fourth, exert efforts on raising the utilization ratio 
of man-hours and labor productivity. Fifth, exert ourselves to effect the 
simultaneous acceleration of the pace of development, the increase of sales 








proceeds and transfers of profits and taxes to the state, that is, produce to 
the utmost and market to the utmost. To realize all these demands we must 
first of all achieve a radical change in guiding ideology, and at the same time 
a radical change in our organization and work. These kinds of changes will 
require great determination, grezt amounts of energy and arduous work. The 
practice of many units testifies to the fact that it is comparatively easy 

to achieve high outnout value. but much more difficult to realize a heiyhtened 
economic result. It is comparatively easy to pursue for a time a fast pace 

of development, but it is much more difficult to achieve consistently year 

by year a healthy and stable acceleration. It demands of us that we noi 
merely tackle the immediate problems, not merely restrict ourselves to the 
targets that are handed down, but that we rather embrace the whole situation 
comprehensively, grasp the fundamentals and preserve to the very end. We must 
work hard at business management, do cumbersome work in the field of 
elementaries and do genuine work in carrying out our technological 
transtormations. We must give priority attention to measures that will raise 
economic results and increase production. We must resolve harmful trends, that 
could adversely affect economic results, before they can take effect. During 
the present quarter we gust lay the foundation for the next quarter, create 
favorable conditions, maintain a steady increase in production and a gradual 
increase in economic results. We must overcome the passive stite of merely 
busying ourselves with current production problems and must promote the 
developmer.t of production step by step in a planned way. 


(2) Persist in the Correct Orientation of Our Transformations. Courageously 
Pave the Way for Progress 


a The Necessity and Importance of Changing From Collecting Prorits tu 
Levving Taxes 


For the last few years we have been reforming our economic management system, 
and in ««iling with the interrelated interests between the state, the 
enterprises and the staff and workers, we have made efforts to solve the 
problem of "eating from the same big pot." We have unceasingly groped our way 
ahead in these respects. The change from collecting profits to levying taxes 
was effected on the basis of several years of reform practices and is a 

great step forward. The change from collecting profits to levying taxes has 
at least the following advantages: first, the change will ensure state 
revenuc. The principle of the said change, the employment of a method of 
levying taxes in ca will ensure that the state will get the largest 

share ond that the state will furthermore be able to increase revenue at a 
steady rate. Second, it will enable a gradual regularization of distributions 
in the relationship between state and enterprises. Even if it is not yet 
possible at this moment to abolish completely the system of transmitting 


profit. to the state, and the profit-collecting and tax-levying systems wil! 
exist s'ce by side, at some future time there will be no more transmission of 
profit the state. Well-run enterprises will gain more, and those badly 
run wili vain less for themselves. This will stimulate the initiative and 


expand the self-governing rights of the enterprises. Third, in carrying out 


the change from profit-collecting to tax-levying at the state-run large-scale 











enterprises, the base figure will be their 1982 pr fits, and last ye ir’s 
retained share of profits will be the basis for the calculation of an 
adjustment tax. As to any excess over last year's profits, the tax will 
be ad justed to half only of that amount. If profits have stayed the same 
this year as last year, the enterprise shall be assumed the amount of last 
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year's retained share of profits, what we call "no squeezing, giving 
way. If larger profits are made this year, the adjusted tax will be 


‘duced to half in respect of the additional profit, so that the enterpriss 
will gain more than by the orignal system of retaining a share of the 
profits. The cuange from profit-collecting to tax-Jevying will therefore 
ictively stimulate the ente:iprises to exert efforts to increase production 

ind ‘ncrease their incomes. Fourth, the change to a system of taxation wil] 
help separate government administration from enterprise management. In 
future, there will be no more transfers of profits to the state, and the 
enterprives will gradually become genuine economic entities. The state can 
fully tilaze its tax revenue as a lever to adjust production and distribution. 
[t will provide a radical solution for the problems of self-government in 
enterprises and own responsibility for profits and losses, as it will also 
help break ouc of the impediments by central and local authorities and 
promote the reform of the whole system of econom‘c management. The reforms 
must be beneficial for the building of a Chinese- style socialism, beneficial 
for the country's greater welfare and prosperity and for greater well-being 
and happiness of the people. At present the state is stiJl beset with 
financial and economic difficulties. Especially the magnificent goal of 
quadrupling our production requires concentration of a great part of our 
country's financial resources on ensuring the completion of key projects, 
and this demands of us to exert ourselves in efforts to increase the state's 
revenue. In properly regulating the reiations between the interests of the 
tate, the collective and the individual, we must first of ali ensure the 
idequacy o:1 state revenue; only if the state is prosperous, can the peop'e 
be well off. During the process of changing from profit-collecting to 

t ix-levying, no one must merely miserly calculate the profits of his own 
unit and how to keep back a little more, but everyone must try hard studying 
how to tap potential, raise economic results and increase production and 
income. The methods of changing from profit-collec ting to tax-levying are 
clear and definite. If only the enterprises achieve genuine increases in 
profits, they can gain much greater benefits than by the former system of 
retaining a share of the total profits. 

». Effectively Adjust Wages, Reform the Wage System and the Rewarding of 


Bonuses 


Most recently, the State Council approved and circuiated the "Report on 
Problems in Connection With the 1983 Adjustment of Wages and Reform of the 
Wage System in Enterprises," submitted by the Ministry of Labor and 
Personnel. This document points out that it is intended to transmit the 
principles and policies regarding the adjustment of wages in enterprises and 
reform of the wage system as speedily as possible to all leading cadres in the 
enterprises and to the broad masses of staff and workers in order to 
mobilize everyone to exert himself in efforts to fully tap the potential in 
his enterprise, increase production and practice economies, to create mor 
material wealth for society, and, on the basis of heightened economi« 
results, contribute to fulfill the demand for adjustment of wages and reform 


f the wage system for the current and for next year. The special features 
of the present wage adjustment are: first, it is linked to the economi: 








results achieved in the enterprise. Second, it requires the conscientious 
implementation of the principle of distribution according to work. Wage 
adjustmtnet are only possible if the masses are mobilized for efforts to 
raise economic results, to increase production and income, and to economize 
in expenditures. It means that every individual worker and cadre must 
discharge his duties and must prove competent at his job, because only then 
will adjustments become possible. These efforts will therefore also be 
greatly beneficial to stimulate the enthusiasm of enterprises and staff and 
workers to strive for the ful‘illment of all of this year's tasks. 


The State Council has also approved and circulated the "Report by the 

State Economic Commission, the Ministry of Labor and Personnel and the Ministry 
of Finance on Problems of Wages and Bonuses Arising in the Work of 
Instituting the Economic Responsibility System." When implementing the 
principles expressed in these two documents, party committees at all levels 
must conscientiously and effectively carry out ideological and political 
work, strengthen the people's sense of being masters of their own affairs, 
stimulate staff and workers to tap any potential and raise economic 
results, also to strive hard to increase production and income for the 
benefit of the country and to do even better in fulfilling this year's 
production tasks. 





3. Firmly Grasp and Effectively Carry Out the Various Reforms in the Economic 
Management Sector 


This field covers many points, such as accelerating the pace of turning 
corporations into true business enterprises, reform of the organizational 
system of industrial management, reform of the organizational system of 
commerce, merging of industrial with commercial operations, instituting 
various types of joint economic bodies, etc. In the pursuit of all these 
matteis one must start out from the realities, fully examine and study the 
items, test them in experimental applications, and if one is perceived as 
accurate, we must resolutely adopt it as a solution. 


A few years ‘efore our readjustment work, we placed empt isis on the closure, 
suspension, merging and retooiing of enterprises, but left very much 
uncompleted the work of adjusting the organizational and economic structure 
of enterprises to truly accord with the special characteristics and the laws 
of the preduction and the business itself, and it is therefore necessary to 
do more effective wor’ in this direction. 


To be "pushing toward tlhe outside and cooperating domestically" is one of our 
importiaiut market policies. Much work has been done in this respect during 
the last 2 years. Especially since sources of energy. mineral resources, 
agriculttral and sideline products and natural resources are comparatively 
scarce in our market, but rather abundant in the interior, and the interior, 
on the - hand, requires our technologies and our products, this condition 
provides excellent opportunities for domestic cooperation. We must strive 
hard to further expand activities in this direction, so as to promote the 
further development of production. 








(3) As Part of Our Efforts To Raise Economic Results, We Must Shift Economic 
Work Toward Reliance on Technological Progress 


We must first of all effectively solve the problem of guiding ideology. During 


the past few years the ratio of cases where during the technological 
transformation advanced technologies were truly introduced to replace old 
products, old technologies and old equipment, thus achieving a higher 
technological level of production, has been comparatively small. Many units 
remained accustomed to their original technical equipment when they 

expanded their original production capacities. This demonstrates that 
certain leading cadres are still far from truly establishing in their minds 
a guiding ideology of relying on technological progress. Economic uplift must 
rely on technological progress. This is an objective law independent of 
man's will. Achievement of our grand objective of quadrupling our production 
by the end of this century is unthinkable without a steep upswing in 
technological progress. Our leadership at all levels must resolutely and 
speedily shift our economic work onto the path of reliance on technologial 
progress. We shall c*finitely not concern ourselves in future with those 
cases that merely rely a original backward technologies in expanding their 
facilities and capacities; the limited funds of the state will really be 

used on technological reforms and on technological progress. 


Modern science and technology advances by leaps and bounds. Some of our 
comrades who have little technical knowledge should therefore study hard, 
display strong determination, work very hard, learn from the books, from 
technical personnel and from every expert around. All enterprises must 
find out four basic truths, namely: the cycle and level of the present 
products, the international standards of the same type of product, the 
advanced level of the same type of product manufactured by the same industrv 
abroad and domestically, and the trend in technological developments in the 
same line of industry. On these four points not only the technical 
departments must be well informed, but the leading cadres in every unit, 
especially the chief leading cadres, must be completely knowledgeable. 


Apart from solving the problem of the guiding ideology among the leauership, 
we must also build up a corresponding forceful organization that will make 

a success of all progressive work. Each unit should have one leading cadre 
especially in charge of this work. At the same time we must actively 
strengthen the organizational structure and the allocation of powers so that 
this work will be substantially guaranteed its place within the organization. 


Second, there must be unified planning and arranging, and the whole situation 
must be taken into account in an overall plan. This is one of our 
conspicuously weak links. In our municipality the departments concerned 

have already set about drawing up the technological reform plans of certain 
industries for the Sixth 5-Year Plan, with a "three-in-one combination" of 
science and technology, economic development and social progress, and in 


these cases much more efiort should be expended to revise and perfect the plans. 


Now, because the long-term plans of certain industries are not sufficiently 
clear, the sections concerning technological reforms and introduction of 

new technologies in these particular industries are somewhat incohesive, and 
do not render clearly the focal points of development for each industry or the 
main targets to be reached by the enterprises. Some enterprises use funds in 











a haphazard way, so that while single items may show technological progress 
and fair economic results, nothing happens with respect to the enterprise or 
the industry as a whole. Apart from the improvement in the said single items, 
there is actually little change in the technological level of the enterprise. 
There are of course many factors involved here, but the main one is still 

that there must be a fairly long-term plan and a clear and definite focal 
point for the development of each industry. The single items must all be 
considered in the light of the industry's plan and then provided for as organic 
parts of the objective and key point of that industry's plan. Only in this 
way can we gradually move all industries step by step and in a planned way 
onto a modern technological base. 


As far as the entire municipality is concerned, it would be still inadequate 
to have only an individual plan for only each industry; there would still be 
the problem of forming a comprehensive, balanced plan with all links forming 
one complete chain. This plan must be arranged by industries or break down 
the industry barriers, adopting new technologies, importing foreign 
technologies and absorbing them, spreading domestically all new technologies 
and new technical achievements, upgrading them and transmitting them, 
renovating technologies in enterprises, checking the quality of new products 
and putting them into production, all points to be firmly taken in hand as the 
links in one coordinated and integrated system. We will really come up with 
some hot-selling products and some booming industries. All the mentioned 
links were orginally one organic entity, but had become artificially separated 
because of their being managed by separate departments, or due to the lack of 
coordination and neglect of working on a comprehensive scale. The responsibie 
departments of our municipality must earnestly organize coordination. The 
various industies must first of all work out their own plans, but always 
enhance their sensitivity to the overall situation, cooperate with each other, 
link up as parts of a whole chain, gradually formulate a comprehensive plan, 
effect close integration of all the factors of technological progress 

and achieve much improved results. Some technological reforms will still 
require adjustment and integration within the industries to bring about a 
superior performance. Following the present conference we shall make 
preparations to have all comrades concerned in our party committees, offices 
and bureaus engage in an earnest study to work out a solid and workable 

method of administering technological progress and technological reforms. 

At the sane time corresponding adjustments and improvements must be effected 
organizationally, and a flow chart for the examination and approval procedure 
must be worked out, aj plying the mathematics of overall planning and 


including the retention period of each link; these points have to be determined 
precisely. Each unit must regularly inform itself of the relevant foreign 

and d iestic technological conditions of its trade and of technological 
developments within and outside of this municipality, always updating any 
backwar: equipment, technology or product. The labor unions and scientific 
associ ns have had successful experiences in organizing technological 


cooperation, and it is hoped that everyone will utilize these advantageous 
conditions and launch technological cooperation throughout the municipality. 
Reasonable stuggestions of mass character and technological innovations are 
also an important source for our technological progress, and it is also 
hoped that everyone will give earnest attention to them and follow them up. 
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“hird, we must earnestly do a good job at building up a reserve of 
technologies for future use. Commodity competition is actually competition 
in science and technology. One must not only be happy with presentday brisk 
sales of a produce, but also realize that compeition will become more and 
more intense. If one product sells well today, it could soon lose its 
competitive strength and be eliminated by someone else coming up with the 
product of better quality, with a better assortment, in larger quantity or of 
a more up-to-date type. Every enterprise must therefore maintain 
forsightedness. As we give serious attention to building up a reservoir of 
technologies for future use, we are now very much concerned with the 
development of famous brand articles. We must clearly and definitely foster 
the idea of what we usually refer to as "the three processes" (the process 
of production, of development, of advance research). Tianjin must have 
clear and definite goals and must produce every year certain major new 
products of international standards and excellent quality, which will promote 
the development of certain lines of trade. We must foster model enterprises 
whose technological reforms can be accomplished with little investment and 
which will yield high results within a short time. The items that some of 
our medium and small-scale enterprises will import in their technological 
reforms must be accurately perceived, firmly and effectively taken in hand 
and must yield positive experiences. 


Fourth, the problems of qualified personnel and capital funds must be solved 
in an appropriate way. The technical force in the local enterprises of our 
municipality is insufficient and extremely weak in certain particular 
branches of industry. The development of a contingent of qualified 
personnel is the key to the successful pursuit of progress. The municipal 
party committee is now organizing five large entities, namely the 
institutions of higher learning, the units of central scientific research 
institutions stationed in Tianjin, the scientific research units of the 

war industry system, the scientific research force in the industrial 
enterprises, which will all be mobilized as a scientific and technolugical 
force to serve technological progress and reforms in our municipality. This 
is a major strategic decision, and it will be a very large force indeed. 
From a long-term point of view, we shall open wide all avenues of learning, 
apply great energy on effective technological training at all levels, 
encourage self-accomplishment through independent studies and continuously 
tap all sources of new talent. In order to speed up technological 

progress, we shall carry out "the principle of internalization" for a full 


utilization of the scientific research results already achieved in this country, 


use them for our purpose and quickly turn them into productive force. 
Technological progress and reforms must stress the fact that they must bring 
us benefits. If you have the technology that I need, let us cooperate and 
improve the particular branch of our industry in a planned an purposive way. 
We must not tackle the tasks in a haphazard manner and scatter our resources, 
and then by contrast lose the direction and objective of our main thrust, 
leaving us without notable results. 


Insufficiency of capital funds is another difficulty in our efforts at 
techological progress. However, the capital fund problem should not be 
difficult to solve if only the investment is likely to achieve good results 
and the repayment terms are short. 
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In vrief, there are many advantageous conditions for a reliance on 
technological progress in transforming presently operating industrial 
enterprises. Though there may be some difficulties in finding qualified 
personnel and sufficient capital funds, there is no reason to have these 
circumstances hold us back in a state of stagnation. The key points are 
rectification of our guiding ideology, drawing up good overall plans, setting 
clear, definite and realistic goals and creating a solid and effective 
Organization. If we work hard in this respect for 3 or 5 years without letup, 
we can be certain of achieving the reforms in the main branches of our industry 
and reaching a’vanced international levels of the late seventies in our 
technologies. 


(4) Continue the Effective Readjustment of Enterprises; Do a Solid Job of 
Strengthening Basic Management Work 


According to the demands of the central authorities to speed up the pace of 
readjustments in enterprises, to raise production quality and to comp!ete the 
overall readjustment of enterprises within the next 3 years, we shall proceed 
in the spirit of these reforms to effect a total readjustment of all 
enterprises and at the same time continue emphatically the effective 
readjustment, reorganization and merger of our industrial enterprises. 


In the present process of total readjustment of all enterprises, there are 

in my opinion two outstanding problems: one is the readjustment or the 
leadership teams, where the pace is to be speeded up, the personnel to be 
carefully selected and where the comrades newly occupying their posts are to 
be given opportunities for certain training to raise their proficiency and 
leadership capabilities as quickly as possible. The second problem is that we 
must stress emphatically our determination to have the readjustment and the 
strengthening of basic management work constitute an important component of 
our work, that we must grasp this work in a down-to-earth manner and accept 
nothing that does not measure up to the relevant demands. Enterprises of 

the opposite kind must also probe in this respect into the roots of their 
condition, carry out guidance by separate categories and set forth specific and 
varying demands to achieve good results within a definite time. 


In the present fundamental strengthening of enterprise management, we must 
first of all tackle two aspects: first, the integration of the reform of 

the econ mic system with the practice of the economic responsibility system. 
We must exert great efforts to establish the four systems of quotas, 
standardizations, data and measurements, to form a complete set of fundamental 
manage rial work, with quota control as its core. Second, on the basis of 


quota ntrol, we must strengthen cost management, implement economic 
accounting and institute analyses of economic activities. Certain enterprises 
with |. '-ly well developed foundations may also institute such modern 
managerial methods as value analyses, cost effectiveness analyses, target 
contrui. tce., to raise their managerial level one step higher. 


Each unit must start out from the realities of its condition, formulate a 
sound nd realistic plan and strengthen its operations in a down-to-earch 
manner, which should avoid all formalism and show a true application of 
honest effort. Perfunctory work would make even imported advanced 
technologies ineffective. 











3. Conscientiously and Effectively Attend to Current Production 


One-third of the current year has already passed. Results of production 
during the first quarter have been good, but not at all ideal, especially 
profits have declined considerably. It is therefore necessary to pay closest 
attention to the current production, without permitting any slackening in 
efforts. 


(1) Continue to implement the policy of "the six priorities" and devote 
major efforts to the development of the light and textile industries, work 
hard to achieve a considerable increase in the production of the light 
industry as from the second quarter on. 


Last year the growth rate of the light industry was less than that of the 
heavy industry. In the first quarter of this year, light industry production 
in our municipality increased by 0.6 percent and heavy industry production bv 
10.5 percent. If this trend is allowed to continue, there is a danger of a 
dwindling buyer's market, and the advantageous conditions created by the 
implementation of the eight-character policy could again be lost. There are 
of course many factors involved here. Focusing on the light industry 
production itself, we must realize that the fundamental problem is not one 

of quantity of its production, but one of a change in market demand and the 
inability of catching up by improving our quality and assortments. Some 
urgently needed commodities cannot be offered, and in addition channels for 
the movement of commodities are often blocked. As a result, sales of 

certain products stagnate and the supply of certain products falls short of 
demand. 


We must therefore now resolutely implement the policy of "the six priorities" 
and substantially increase the production by the light and textile industries 
of consumer goods of daily use. If we cannot increase the production of 

goods in the light and textile industries, it will not be possible to maintain 
the continuous growth of the heavy industry. The bureaus concerned with the 
light and textile industries must cope with the new situation by every 
possible means and redouble their efforts to increase production. They must, 
first, vigorously push production of goods urgently demanded in the market, 
second, produce famous brand articles and goods of great competitive strength, 
and third, vigorously develop the production of small commodities. 


The heavy industry is not at all to be cut down, but in case of need may 
possibly have to yield a little to light industry. The heavy industry must 
continue to readjust its service orientation, expand its sphere of 

service and endeavor to economize in its consumption of energy, raw and other 
materials, in order to be of better service in supporting light industry and 
agriculture and to better serve the technological reform of all trades and 
professions. 


The development of agricultural production poses even greater demands on our 
light and heavy industries. All trades and professions in industry must 
investigate the needs of agriculture and of the peasants and energetically 
support agriculture in every way. Industry must actively develop the 








manufacture of small-scale, multipurpose, energy-economical, low-priced 
agricultural and processing machinery, must produce highly efficient 
agricultural chemicals of low toxicity and plastic sheets for agricultural 
use, must develop a fodder industry as quickly as possible, must provice 
agriculture with more good, inexpensive products of the light and textile 
industries and small commodities of daily use, which will be easily sold and 
welcomed by the consumers. 


(2) We must resolutely carry out the demands of the central authorities for 
the strict observance of the scope of basic constructions and for 

guaranteed completion of the national key projects. Any of our municipality's 
projects that have been included among the national key construction projects 
must be conscientiously and firmly taken in hand. The completion of any tasks 
in support of national key construction projects must be guaranteed by us as 
to proper quality, proper quantity and completion in proper time, we must 

even strive to complete these tasks ahead of time, while at the same time 
strictly observing the scope of the capital construction as stipulated by the 
state. The slogan "the whole country supports the national key construction 
projects" must be widely propagated by all trades and professions throughout 
our municipality. The slogan must strike roots in the hearts of the people 
and must find realization in their actual work. 


(3) We must make great efforts to economize in energy resources, raw and other 
materials. On the one hand there is a great shortage of energy resources and 
of certain raw and other materials, and the gap between supply and demand is 
very great, while on the other hand wastage is also very serious and has now 
become an obstructing factor in production development. To solve the problem 
of shortages of energy resources, raw and other materials, especially of 
electricity, we must not pin our hopes on larger transfers from the state; 
our only solution lies in greater economies. If we effectively economize, 


production is ensured, but if we do not economize energetically, production is 
boudn to suffer. The leadership at all levels must take appropriate note of 
this fact. Based on the spirit of the saying "check your quotas, excessive 


consumption raises prices, quantities be fixed and production contracted for, 
exceeding limits will be fined, select good quality to make supplies, and 


economize so there will be extra amounts left for use," the economic committees, 


together with the departments concerned, must pay close attention to drawing 
up a set of policy regulations to arouse the enthusiasm of the enterprises to 
effect economies. 


(4) We must effect. .ely attend to safety in production. The leadership at all 
leveis, all department; managing production and all industrial enterprises 

must place safety in production on their agendas, must uphold the idea of 
"safety first" and must pay equal attention to both production and safety. 

Our "sifety month" activities will elevate the significance of our safety 

work (ne step higher, especially work of fundamental nature. 


4, Earnestly Study the Documents from the Central Authorities; Intensify 
[Ideological and Political Work 


This year our municipality has a heavy load of tasks in industrial production, 
communications and reforms, and also a considerable amount of difficulties and 
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contradictions. The more conditions assume a state of complexity, the greater 
the need to intensify ideological and political work, to have cadres and the 
masses maintain an excellent state of mind, bring their initiative and 
creativity into fully play, work together as one, overcome difficulties, work 
to increase production and improve economic results. 


The ideological and political work in the enterprises is presently faced with 
an important problem, namely how to deal with the new situation of our reforms 
and to maintain in our reforms the principle that ideology must take the lead, 
while the healthy development of our reforms must remain ensured. At present 
the entire municipality is concentrating all its energy on conducting 
Organizational reforms. The new leadership team must consolidate its unity, 
make a success of cooperation and the transfer of duties from the old to the 
new officeholders and must speedily bring about improvements in the work at hand. 
The comrades who are now newly moving into their posts must be brave in 
shouldering heavy burdens and must be respectful toward the older comrades. 
The older comrades who are moving into the second line must vigorously 

support and assist the new officeholding comrades and encourage them to work 
courageously and must work to establish unity and cooperation between old and 
young. It is through the organizational reforms and the readjustment of the 
leadership teams that our production and all phases of our work will assume a 
new atmosphere of great vitality. 


The municipal party committee and the municipal government call on the leading 
cadres at all levels to conscientiously improve their style and methods of 
work. They must involve themselves deeply, investigate and research, do a 
solid job, solve problems and do more real work. The responsibility system 
should be instituted among leading cadres, and it should be clearly defined 
who is to deal with what and to what extent. The industrial and communications 
systems have a heavy task to perform and have to attend to many complicated 
affairs. The leadership at all levels must organize well all forces in the 
various sectors. There should also be a division of labor specifically suited 
to each particular unit. We can establish a command system with generally 
three fronts, with a division of tasks and responsibilities under the unified 
guidance of the party committee. One front is to be in charge of reform, 
readjustments and reorganizations and will have to integrate these three 
aspects, with one important leading cadre personally in charge. One front will 
be in charge of current production and business management and will have to 
integrate these two aspects most effectively. Another front is to be in 

charge cf technological progress and reforms. Between the three fronts 

there shall be a division of labor but also cooperation with one another. 


In the course of the reform of the economic structure, the change from 
profit-collecting to tax-levying, the perfection of the economic responsibility 
system within the enterprises, the adjustment of salaries and wages and the 
changes i: the salary, wage and bonus system are all items that touch upon the 
personal interests of staff and workers. Our present staff and workers are 
very alert and are in need of our correct guidance. The leading cadres at 

all levels must first of all conscientiously study the relevant documents 

from the Central Committee, study the spirit of the National Industrial and 
Communications Conference, maintain a sober mind, and do a good job at 
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ideological work in a penetrating and painstaking way. While conscientiously 
implementing the principles of distribution according to work, rewards for 
diligence and penalties for laziness, they must work to strengthen all efforts 
to build our socialist spiritual civilization, effectively conduct education 
in communist ideology, raise the sense of responsibility among the staff and 
workers of being masters of their own affairs, help the staff and workers 

gain a clear idea of the objectives of our reform, deal correctly with the 
triple relationship of interests between the state, the collective and the 
individual, and they must check any kind of selfish money-mindedness. We 

must integrate, propagate and implement the spirit of the present conference, 
launch on a broad scale meetings of staff and worker delegates, or staff and 
worker congresses, to explain the situation in depth to the masses, explain 
the difficulties and the tasks, especially propagate on a broad scale the 

need to exert themselves to increase financial revenue and ensure the 
completion of the state's key construction projects. The working class here at 
Tianjin has a glorious revolutionary tradition. If we only explain matters 
to the masses and clarify the reasons, the masses will consciously go into 
action, share the state's concerns, courageously shoulder the burdens and 
tap all potentials. They will truly turn the effective pursuit of our 
reforms into a powerful force that will stimulate current production and 
increase economic results. The leadership at all levels must mobilize the 
broad masses of staff and workers to avail themselves of the golden 
opportunity of the second quarter to effect a marked turn for the better in 
production and economic results, to exert themselves to completely fulfill, 
and overfulfill, the annual state plan and to work hard in instituting in 
an all-round way a new phase in our socialist modernization drive. 


9808 
cso: 4006/592 
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FINANCE AND BANKING 


JINGJI YANJIU ON FIXED ASSETS INVESTMENT RATE 
HKO90804 Beijing JINGJI YANJIU in Chinese No 6, 20 Jun 83 pp 66, 69-72 


[Article by Liu Huiyong [0491 1979 0516] of the Investments Institute of the 
Construction Bank of China: "An Elementary Introduction to Fixed Assets In- 
vestment Rate"-——-dated November 1982] 


[Text] When our country's economic theorists and work departments evaluate 
the annual scale of construction, they often use as an index the amount of 
investment in fixed assets. This absolute numerical index makes it impos- 
sible to link directly and hence compare the scale of construction with the 
national strength, or to make comparisons between a certain country at dif- 
ferent stages or between different countries; thus, it presents severe limita- 
tions. But the use of the rate of investment in fixed assets as an index is 
free of the above shortcomings, and able to reflect the overall scale of 
construction, so it should be given serious consideration. 


I. What Is Meant By the Rate of Investment in Fixed Assets? 


The rate of investment in fixed assets means the ratio between the annual 
amount of investment in fixed assets and the amount of national income util- 
ized. Presented as a formula, that is as follows: 


The rate of investment in fixed assets equals the yearly amount of investment 
in fixed assets divided by the amount of the national income utilized. 


As the national income increases and depreciation funds grow, the absolute 
figure for investment in fixed assets over the year will be a corresponding 
rise, so if this figure is used to judge the appropriateness or otherwice of 
the scale of investment, since numerical limits are unstable, each year will 
see great changes. The rate of investment in fixed assets, however, is dif- 
ferent; it represents the comparative ratio between the amount of investment 
in fixed assets and the amount of national income utilized, and is unlikely 
to experience any marked fluctuations, so it is, therefore, able to act as 
an overall index for assessing whether or not the annual scale of construc- 
tion is commensurate with the national strength. 


Since 1980, our country has begun to use the rate of investment in fixed as- 
sets as a formal statistical index. This has facilitated the further study 








of the rules of appropriate measures for changing the yearly scale of con- 
struction, and strengthening the planned control and adjustment of the scale 
of construction; at the same time, it is a reflection of the increasing 
maturity of our understanding of construction scale and our planning work. 


II. The Objective Rules Governing the Changing Rate of Investment in Fixed 
Assets 


What are the major factors affecting the rate of investment in fixed assets 
(henceforth referred to as investment rate), and what sort of rules affect 
its change? 


The major factors affecting investment rate vary over a long period of time 
and in different specific years. Therefore, the long-term developmental 
tendencies of investment differ from the specific form of its movements in 
certain years, and should be discussed separately. 


1. The general tendency of our country's investment rate is slow upward 
movement. 


From the point of view of long-term development tendencies, the two big 
factors affecting the investment rate are the average growth rate of the 
amount of investment in fixed assets and that of the national income. If 
the growth rate of investment in [word indistinct] assets outpaces that of 
the national income, the investment rate will rise, and vice versa. 


After over 30 years of construction, our country has formed an independent, 
integrated industrial system, But a great deal of investment is still neces- 
sary if we are to quadruple the total output value of industry and agriculture 
by the end of this century. Hence, the law that priority must be given to the 
growth of the means of production will continue to function. Fixed assets of 
a productive nature form the main component part of the means of production, 
and givin, priority to the growth of the means of production means basically 
giving priority to increasing the amount of tools of labor, and in particular 
that of productive fixed assets. Therefore, along with the increase in 
investment and the development of production techniques, with mechanized 
equipment as central, together with productive fixed assets within the 
factories and workshops themselves, a situation of growth is bound to emerge. 
As to nonproductive fixed assets, due to the excessive "bills" owed to hous- 
ing, science, and education, for the present and for a certain period of time 
to come, spending in tnese areas will not fall below the growth rate of the 


whole of the means of subsistence. Looking at productive and nonproductive 
fixed issets overall, for the rest of this century our investment in fixed 
assets will be faster than the growth rate of the national income, and hence 
the rat. of Investment in fixed assets will rise slowly; this is an objective 
economic ‘aw. This law is clearly reflected in the practice of our previous 


econom' ‘nstruction (see table 1). 
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Period Plan" Plan" 1965 Plan" Plan" Plan" 1953-81 
Average In- 

vestment 

rate 14.5 23.2 14.0 15.5 20.6 rh ie 19.1 


The "Second 5-Year Plan" period and the 3 years of readjustment following it 
were abnormal, and do not count. One thing is clear from Table 1 is the 
upward tendency of our country's investment rate. Of course, the problem of 
investment rate has in the past been influenced by "leftist" ideology, but 
this has only influenced the extent of the rise, and the overall upward ten- 
dency cannot be denied. 


2. The specific movement of our investment rate takes the form of small 
fluctuations. 


If we look at separate years, we see that the main factor affecting the invest- 
ment is the extent of fluctuation in the growth rate of the national economy. 
In those years when the national economy experienced a high growth rate, the 
investment for the most part rose, and vice versa. 


The investment rate can be broken dcwn into two big parts--the accumulation 
investment rate and the depreciation investment rate. The accumulation in- 
vestment rate is the ratio between accumulation funds used for investment in 
fixed assets and the amount of the national income utilized. The depreciation 
investment rate is the ratio between depreciation funds and the amount of 
utilized national income. Expressed as a formula, this is as follows: 


The investment rate equals accumulation investment rate plus depreciation in- 
vestment rate. The ratio between depreciation funds and national income is 
relatively stable, and can basically be taken as a constant amount. So the 
accumulation investment rate is the major part deciding the level of invest- 
ment rate. 


The influence exerted on the accumulation investment rate by the fluctuations 
in the growth rate of the national income is relatively big. Utilization of 
the national income can ultimately be broken down into two big parts--accumu- 
lation funds and consumption funds. These two funds nave different levels of 
elasticity; under our wage and price system, the accumulation funds are rela- 
tively elastic, and consurrtion funds less so. When the annual growth rate 
of the national income exceeds normal yearly levels, the portion which ex- 
ceeds these levels will be used more on accumulation and less on consumption, 
so that accumulation funds will see a corresponding rise; conversely, when the 
growth of the natpskaq incomes runs into difficulties, and its growth rate 
drops, the amount by which it falls short will be recovered by squeezing 
accumulation funds, so the accumulation investment rate will drop accordingly. 








Accumulation funds are used mainly for investment in fixed assets and supple- 
menting liquid assets. A certain amount of liquid assets is essential for 
existing production, and therefore in certain periods, the portion used to 
supplement liquid assets will be less elastic than that used for investment 
in fixed assets, which will in turn mean that the proportion of accumulation 
funds used for investment in fixed assets will often drop along with the 

drop in accumulation rate. This is by no means the case in all years, due 

to the influence of various other factors; however, under most conditions, 
the fact that the accumulation investment rate rises and falls along with 

the accumulation rate is not affected. 


So if we combine the two aspects of accumulation rate on the one hand and the 
ratio between fixed assets and liquid assets on the other, we find that the 
accumulation investment rate, and therefore the whole of the investment rate, 
will generally rise and fall along with the rise and fall of the national in- 
come growth rate. 


Table 2. How the investment rate and accumulation rate in our country have 
followed the fluctuations in the national income growth rate from 1974 to 
1981 (percentage). 


Note: In table, the number 1. represents percentage for the year; number 2. 
represents percentage by which it exceeded the previous year. 


1974 1975 1976 1977 1978 1979 1980 1981 
lodex l. Ze ae. Ba k. 2 i: we Re 2 he 2s 1. 2. ks 2 
Nacional income 
growth rate 1.1 8.3 7.2 -2.7 -11.0 7.8 10.5 12.3 4.§ 7.0 -$.3 $.2 -1.8 3.0 -2.2 
Accumulation rate 32.3 33.9 1.6 30.9 <-2.0 32.3 1.4 36.5 4.2 4.6 -0.9 31.6 -3.0 28.3 -3.3 
Investment rate 20.2 22.2 2.9 21.6 <-0.6 21.3 -0.3 22.5 1.2 20.8 -1.3 20.2 -0.4 17.3 -2.9 


Table 2. shows that the changes in the accumulation rate were entirely con- 
sistent with those in the growth rate of the national income, and thac the 
changes in investment rate were basically consistent with those in the national 
income growth rate, apart from in 1977. Furthermore, we can see that apart 
from the year of great readjustment (1981), the fluctuations in the investment 
rate were far smaller than those in the national income, and not much greater 
than those in the accumulation rate, with fluctuations not generally exceed- 
ing 2 percenc. 


IIL, An Analysis of Our Country's Investment Rate 


l. By ‘coking at the trends in our investment rate, we can see the problems 
existing in che construction scale of previous years. 


a. Between 1957 and 1970, the annual scale of construction experienced sharp 
rises and falls, and fluctuations were excessively big. 
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Under the guidance of “leftist” thinking, from 1958 to 1960, the investment 
rate leaped from the 14 percent average rate of the "First 5-Year Plan" to 

25 percent, 28.9 percent, and 33.0 percent in three separate leaps. The 
relative annual construction scale more than doubled, while the absolute an- 
nual construction scale expanded by two and a half times. Closely following 
this came 2 successive years of overturning the national economy, in 1961 

and 1962, investment in fixed assets was forced abruptly down, to the extent 
that in 1962, investment in fixed assets was only 95 percent of the 1958 
figure, and only 9.2 percent of the national income utilization figure. This, 
then, was the first massive fluctuation. Then the so-called "great Cultural 
Revolution,” launched in 1966, destroyed our newly recovered economy, so that 
1968's investment rate was only 10.8 percent, and the amount of investment 
only just compared to 1957; this was the second great fluctuation. Huge 
fluctuations in the yearly scale of construction make it difficult to suit 
human to material resources: when the scale of construction is expanded, 
huge numbers of projects are launched, but when it is reduced, it is diffi- 
cult to abandon these projects, and so the overall scale of construction ex- 
pands consistently, construction schedules inevitably extend, costs grow, 
returns on investment are slowed down, and thus economic results deteriorate. 
We must keep this lesson firmly in mind. 


b. In the seventies, our investment rate was generally a little too high, 
as was the yearly scale of capital construction. 


The investment rate in 1970 rose from 1969's level of 16.1 percent to 19.6 
percent, and in 1978 reached 22.5 percent. The average rate over the "Fourth 
5-Year Plan" period was 20.6 percent, and 2'.2 percent in the "Fifth 5-Year 
Plan period, making an average of 21 percent over the whole of the seventies. 
This was a little high when compared with the national strength at the time. 
The main reason for this was that under the influence of "leftist" thinking 
of the "Cultural Revolution,” there had for a long time been no serious re- 
adjustment of workers’ wages, or of state purchasing prices for agricultural 
and sideline products, so that consumption funds were a little low, and ac- 
cumulation funds a little high. Only with the readjustment in wages and 
prices and the cutting back on capital construction in 1979 did things begin 
to take a turn for the better. By 1980, the investment rate had dropped to 
20.2 percent, and to 17.3 percent in 1981, which when seen in relation to that 
year's low 3 percent national income growth rate, was not too low, but reason- 
able. 


From now on, we must work on this basis, and according to the level of the 
growth rate of the national income, decide on a rational investment rate, and 
work hard to avoid massive fluctuations in the scale of capital construction 
from one year to the next, thereby ensuring the stable and consistent growth 
of investment in fixed assets. Only in this way can we guarantee the achieve- 
ment of the strategic goal of quadrupling th. total industrial and agricultural 
output by the end of this century. 


2. By comparing the investment rate with the accumulation rate, we can plot 
the path of improving returns on utilization of our accumulation funds. 











The ration between our investment rate and accumulation rate in various periods 
is shown in Table 3. 


Table 3, the balance between our irvestment rate and accumulation rate (per- 
cent). 








Accumulation Investment 
Rate Rate Balance 
"First 5-Year Plan" 24.2 14.8 9.4 
"Second 5-Year Plan" 30.8 23.3 7.5 
1963-65 22.7 14.0 8.7 
"Third 5-Year Plan" 26.3 13.9 10.8 
"Fourth 5-Year Plan" 33.0 20.6 12.4 
"Fifth 5-Year Plan" 33.4 rb YP 
1953-1981 29.2 19.1 10.1 


Statistics of our investments in fixed assets are incomplete, so the figures 
are a little low; but they include reinvestment of depreciation funds, which 
should be left out when comparing with accumulation rates, so the depreciation 
figures offset the omissions in the statistics, meaning that they end up 
largely correct. So, the margin between investment rate and accumulation rate 
was used basically to add to liquid assets, to increase reserves. Table 3 
shows that each year we use about 10 percent of the national income to increase 
reserves for future use, with only 90 percent of it being able to be made use 
of in that year or the future. This ratio is far higher than in Western 
countries, but about the same as in the Soviet Union. 


One of the important reasons for the poor results from utilization of accumu- 
lation funds is the fact that too many of our accumulated products are put 
into warelouses, and so there is pressure to use too many of the accumulation 
funds to supplemert circulation funds. A high accumulation rate and a low 
investment rate constitute an important characteristic and [word indistinct] 
important shortcoming of the use of our accumulation funds. If we do not 
overcome this, returns on our utilization of accumulation funds cannot pos- 
sibly see any basic improvement. 


The task of reducing the amount of the net social product used to add to ware- 
house re.crves (or the reserve stocks rate), or shrinking the "scale of stock,” 
is much more difficult than that of reducing the scale of capital construction. 
This is because over a short period of time, capital construction is rela- 
tively elastic, and if a little less construction is carried out, this will 

not severely influence production or life; moreover, the power to decide how 


2h 











much investment to make in capital construction in the budget is entirely in 
the hands of the state. But cutting down on reserve stocks is quite differ- 
ent; the national economy is thrown out of balance, supplies are not geared 
to demands, circulation channels are blocked, and the simple control of the 
supply of circulation funds not only fails to solve the problem, but even 
adds fuel to the fire. But we cannot just shrink back in the face of these 
difficulties, and not dare to raise the slogan of "cutting down on the scale 
of stocks." If the amount by which the scale of capital construction was 
too big during the seventies may be reckoned in percentage, then the ex- 
cessiveness of the "scale of stocks" may be reckoned in hundreds of percent. 
Compared to foreign countries, the excessiveness of our accumulation rate 
lies mainly in the sphere of supplementing circulation funds, not in that 

of investment funds. Therefore, the slogan "cut down on reserve stocks, 
economize on circulating funds" should be shouted even louder than the slogan 
"cut down on capital construction." This is one of the main directions of 
attack in the task of amassing construction funds, improving returns on the 








utilization of accumulation funds, and speeding up socialist economic construc- 


tion. If we can reduce the warehouse reserve rate, then we can reduce the 
accumulation rate, expand the consumption rate, and also raise the investment 
rate, so greatly enhancing returns on construction funds. 


Taking an overall look at the history of the developmental trends of our 
country's investment rate, if the average investment rate during the "Sixth 
5-Year Plan" is maintained at 20 percent, and does not fluctuate more than 2 
percent, that is, if it stays between 18 and 22 percent, rising gradually to 
an average level of 23 percent by the end of the century, or between 21 and 
25 percent, this will be appropriate. 


CSO: 4006/647 











INDUSTRY 


SICHUAN RIBAO ON TECHNICAL TRANSFORMATION 
HKO70835 Chengdu Sichuan Provincial Service in Mandarin 0030 GMT 4 Jul 83 


[Text] SICHUAN RIBAO today carries prominently on its front page an editorial 
entitled "Technical Transformation Is the Fundamental Way Out for Developing 
Sichuan's Industrial Production." 


The editorial says: Stepping up technical transformation in existing enter- 
prises and taking the road of expanding reproduction by intension is a funda- 
mental policy decision of our country for developing the economy in a certain 
period of time in the future. In the light of our province's situation, it 

is even more important to do well in grasping this work. It is the funda- 
mental way out for developing our province's industry. 


Through 30-odd years’ building after the founding of our country, our province 
has initially laid a relatively solid foundation for industry. However, it has 
been far from bringing the potential for industrial production into play. 

The problems of the poor quality of products, the small variety of products, 
the high consumption of fuel and raw materials, and the high costs of produc- 
tion have not been solved very well. The main reason is that, apart from an 
irrational industrial structure and low level of management, equipment is 
obsolete and technology is backward. If we do not change this situation, 

the status quo can hardly be mainted, let alone the four modernizations. 


The editorial points out: In accordance with the realities of our province's 
industrial enterprises and with the objective conditions for financial and 
material resources, technical transformation in the period of the Sixth 5-Year 
Plan can only be carried out in key enterprises. On the basis of investiga- 
tion and study, a really feasible plan for technical transformation must be 
formulated, and this is very necessary. 


The editorial says: Vigorously applying advanced technology and equipment at 
home and importing advanced technology and equipment from abroad is an ef- 
fective way to develop production. We must study this problem well and try to 
find more ways. Technical transformation cannot be carried out without capital. 
We must first put existing capital to best use. On the one hand, we must 
guarantee that technical transformation is carried out in key trades and enter- 
prises so that we can really succeed in several things without fail. On the 
other hand, we must guarantee that some 80 percent of the capital for technical 
transformation is spent on renewing technology and equipment, and it must not 
be spent on reproduction and capital construction. 
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In conclusion, the editorial points out: The key to accomplishing the plan 
for technical transformation lies in strengthening leadership. We must do 
well in mobilizing the cadres and the masses ideologically so that all of 
them can understand the important significance of technical transformation 
and do weil in seriously grasping technical transformation. The responsibil- 
ity system must be established at all levels from the highest organizations 
down to the grass roots. Regarding all technical transformation items, it 
is necessary to define duties and responsibilities and to clearly stipulate 
who should be responsible, when these items should be completed, and what 
results should be achieved. Those who complete these items well must be 
commended and those who do not complete them well must be punished. 


CSO: 4013/268 








FOREIGN TRADE 


IMPORT, EXPORT PRICING PROBLEM EXPLORED 


Shanghai SHIJIE JINGJI WENHUI [WORLD ECONOMIC FORUM] in Chinese No 1, 20 Feb 
83 pp 37-42 


[Article by Li Gonghao [2621 0501 6275]: "A Preliminary Study of the Problems 
of Pricing Import and Export Commodities"] [Text] The pricing of import 

and export commodities presents a difficult problem to foreign trade, the 
development of which is to a certain extent impeded by the contradictions that 
exist at the present time. The concerned departments have studied the 
problem on a number of occasions and come forth with certain recommendations. 
However, since the problem involves different pricing systems within and 
outside of the country, the contradictions cannot be expected to be readily 
resolved. I would like to present some tentative views for further discussidn 
and for reference purposes. 


1. Contradictions Presented by Two Pricing Systems 


The domestic and international markets represent markets of two different 
natures. One is a socialist planned market, while the other is a capitalist 
free market. The different pricing systems existing in the two different 
markets lead to sharp contradictions in the pricing structure. Generally 
speaking, the domestic prices of sideline agricultural products, mineral 
products and raw materials are low, while the domestic prices of industrial 
and manufactured products are high. That being the case, it is profitabli, 
insofar as the foreign trade departments are concerned, to export agricultural 
products and raw materials and to import industrial products and unprofitable 
to export industrial products and to import agricultural products and raw 
materials. In recert years, however, due to changes in the structure of the 
commercial commodities imported into and exported from our country, as 
evidenced by the proportionate increase in the export of industrial produ:‘ts 
and the decrease in the export of subsidiary agricultural products couple 
with tne proportionate increase in the import of agricultural products anil 


raw mi. rials and the decrease in the import of industrial products, the 
foreiy 1-trade departments, instead of making a profit in their import and 
expor! . rations, have suffered losses of increasing magnitude. Since the 


situation does not bode well for stepping up the export of industrial products, 
a satisfactory solution must be found. 











What accounts for the wide discrepancy between prices in the domestic and 
international markets? The reasons are as follows: 


(1) Price fluctuations in the international market usually result from 
changes in the supply and demand situation. Taking the price of oil as 

an example, a ton of crude oil jumped from between U.S. $50 and U.S. $60 

to over U.S. $200 within the period of a few years. The increase in the 
price of oil has in turn greatly boosted the prices of such oil-dependent 
products as steel, chemical fertilizers, synthetic fabrics and plastics. The 
prices of grain, cotton and agricultural products have also soared in recent 
years. From U.S. $800 to U.S. $900 per ton, the price of cotton has climbed 
to U.S. $1,500 and U.S. $1,600 and to as much as U.S. $2,000. Such a state 
of affairs cannot develop in our domestic market which is regulated by a 
planned pricing policy. Since the establishment of the republic over 30 
years ago, we have adhered to the policy of stabilizing commodity prices. 
Although market prices have been adjusted during those years, the range has 
been rather limited. It is the violent price fluctuations in the interna- 
tional market which have given rise to sharp contradictions. In recent 
years, the increased import of grain, cotton and wood products to meet 

the needs for the readjustment of our national economy has resulted in a 
greater deficit in our foreign trade because of the substantial increase in 
the prices of such commodities. 


(2) The effect of the scissors differential between the prices of industrial 
and agricultural products in our country. The scissors differential in the 
prices of industrial and agricultural products has long existed in our country. 
Although effort has been made on a number of occasions to raise the 
procurement prices of subsidiary agricultural products and to lower the 
selling prices of the agricultural means of production, the problem posed 

by the agricultural means of production, the problem posed by the unreasonably 
low prices for agricultural products and the unreasonably high prices for 
industrial products has continued to exist to this day. Higher prices were 
set for industrial products because of the higher cost involved in the early 
stages of their production. However, as a result of higher .abor productivity 
in the course of production development, the production cost has continued 

to decline. Nevertheless, prices have remained unchanged over a long 

period of time, thus creating a situation marked by high prices and high 
profits for industrial products. As a result of the wide discrepancy between 
the prices and the values of many products, the scissors differential between 
the prices of industrial and agricultural products has continued to exist. 
This is a problem that has built up over a number of years, so that it is not 
likely to be entirely resolved in a short period of time. That is why it 

is profitable to export agricultural products and certain products using 
agricultural products as raw materials and unprofitable to export industrial 
products. 


(3) The considerable effect of the differential between the cost of 
production and the cost of circulation. In capitalist countries, whether 
capital is invested in production or circulation is determined by the profit 
motive. What the industrial and commercial capitalists are after is a fair 








share of the profit. For this reason, there is in capitalist countries a 
wide gap betwen the cost of production and the cost of circulation. In 
capitalist countries, the retail price of products in the market is generally 
twice the factory price. The prices of some quality commodities are 200 or 
300 percent higher. The situation in our country is entirely different. 

In the distribution of profits between the production and commercial 

sectors, we have abided by the principle of giving more consideration to the 
productive sector than the commercial sector, so that the price differential 
between the cost of production and the cost of circulation is generally no 
more than 20 to 30 percent. This explains why the factory prices of simiiar 
products in foreign countries are lower. If the retail price of a certain 
product is 2 yuan in both our country and in foreign countries (according 

to the exchange rate of the renminbi), whereas the factory price in foreign 
countries is around 1 yuan, the factory price in our country would be around 
1.5 yuan, of 50 percent higher. Thus, the foreign-trade department, by 
purchasing products at factory prices at home and selling them at close to the 
factory prices in the international market, would inevitably suffer losses. 
In addition, certain products in our country have to go through a large 
number of interlocking links in the course of production, so that the 
escalating cost resulting from the payment of taxes and profits at every turn 
makes export trade a losing proposition. 


2. Merits and Problems of Existing Measures for Setting Prices 


In setting prices for import and export products in our country, we are at 
present guided by the principle of setting different prices for the domestic 
market and the international market. In purchasing export products from the 
production departments, the same price is natd by the foreign-trade 
departments for the same products of the same quality sold domestically. The 
selling price of export products is set by the foreign-trade departments in 
keeping with that in the international market. Import products are bought 

by the foreign-trade departments at the international market price and, as 

a matter of principle, sold domestically in line with the prices of similar 
products manufactured at home. The practice of setting a price for products 
in the domestic market different from that in the international market 

serves to insulate the domestic prices of import and export products from the 
effect of price fluctuations in the international market, to ensure the 
stability of prices in the domestic market, and to facilitate the economic 
accounting of the production enterprises. The profits and losses resulting 
from import and export operations are then assessed by the foreign-trade 
departments on a nitionwide basis. This method, reflecting as it does the 
superiority of the socialist system, is something inconceivable in capitalist 
countries. 


In a vov, this practice also has its drawbacks in that, due to the great 
discrepancy between the market prices at home and abroad, it is bound to 
creat eontradiction between import and export prices set by the foreign- 
trade departments and the domestic prices and to affect to various degrees 


the deveiopment of foreign trade. The following problems have emerged under 
the actual circumstances prevailing at the present time: 








(1) Dampening effect of losses incurred by the export of industrial 

products on efforts to promote exports. Because of the different price 
structures at home and abroad, exports of industrial products by the foreign- 
trade departments have generally been money-losing operations. The losses 
are especially severe with regard to products which, in the process of 

their production, have to go through a number of links each of which makes 

a high profit. The profits made and taxes imposed on certain products by the 
various links in the process of their production exceed their cost by as much 
as 100, 200, 300 or 400 percent, while the cost of earning foreign exchange 
(that is, the domestic production cost of earning U.S. $1 from exports) 
incurred by the export links comes to as high as 5 or 6 yuan. Generally 
speaking a profit can still be shown by offsetting the taxes imposed on 

and the profits made by the production links against losses incurred by the 
export links. From the point of the nation as a whole, the losses incurred 
by the export of such products are, therefore, not real losses. However, 
insofar as the economic accounting of the foreign-trade departments is 
concerned, such losses represent real losses. Such contradictions did not 
present too big a problem in the past when the foreign-trade departments were 
in the practice of eating out of the same rice pot and it was the state that 
assumed responsibility for profits and losses. Now that an effort is being 
made to strengthen economic accounting, to lower the cost of earning foreign 
exchange, to reduce losses and to increase profits, such contradictions have 
come into sharp focus. In order to achieve the target for the cost of 
earning foreign exchange, some foreign-trade companies have resorted to 
limiting the export of products which incur high losses. This tendency is 
inimical to the promotion of industrial production and the export of indus- 
trial products. A study must be made so that a proper solution may be found. 





(2) Contradictions between industry and trade. Generally speaking, all 
high-priced, high-profit industrial products at home are also moneylosing 
export products. On the other hand, low-cost products which yield low 
profits at home are generally also low in cost in terms of foreign-exchange 
earnings. This has given rise to a conflict between industry and trade as *o 
which direction the development of export products should take. While the 
industrial enterprises favor the development of products which yield high 
profits, the foreign-trade departments are more interested in the development 
of products which are low in cost in terms of foreign-exchange earnings. 

From the overall point of view, consideration should be given to the 
marketability of the products and the profitability in terms of 
foreign-exchange earnings, and not to the matter of profits and losses between 
the industrial and commercial departments. However, due to the wide price gap 
domestically and abroad, it would be difficult from the practical point of 
view to resolve the contradiction existing between them. Taking cotton cloth 
and dacron fabric as an example, while the industrial departments favor 

the export of more dacron fabrics which yield higher profits, the foreign- 
trade departments call for the production of more cotton cloth because of its 
low cost in terms of foreign-exchange earnings. From the overall point of 
view, the export of dacron, which yields higher foreign-exchange earnings than 
cotton cloth, should be developed to meet the demand of the export market. 
Taking genuine silk fabrics and synthetic silk fabrics again as an example, 











since the selling price of genuine silk fabrics for export is four to five 
times higher than that of synthetic silk fabrics, a greater quantity of 
genuine silk fabrics should be produced for export. From the point of view 
of the industrial departments, however, the production of a greater quantity 
of genuine silk would lower its selling price and prorit margin and thus 
intensify the contradiction. For this reason, it is imperative that a study 
should be made with an eye to solving the price problem which plagues the 
industrial and commercial departments and to making it possible to develop 
the export of products which enjoy brisk sales abroad and which are capable 
of generating higher foreign-exchange earnings. 


(3) The gap between the factory price set by the industries and the export 
price set by the foreign trade departments is not conducive to stimulating 
enthusiasm at the factories. Under the present pricing system, the export 
products turned out by the factories are sold at the factory price to the 
foreign-trade departments, and the export price of the products is then 

set by the foreign-trade departments in line with international market prices. 
Because of the wide gap between the factory price and the export price, the 
export selling price set by the foreign-trade departments bears little 
relationship to the factory price. The problem here is that the export sell- 
ing price set by the foreign-trade departments is affected not only by such 
factors as price changes in the international market and the way business is 
operated by the foreign-trade departments themselves, but also by the 
competitiveness of the export products. In order to make the export products 
more competitive, it would be necessary to reinforce the positive attitude of 
the factories. However, the way prices are set at the present time does not 
serve to encourage the factories to increase the competitiveness of their 
products in the international market. The reason is that to promote the sale 
of their products, the factories must continue to add to the variety and to 
improve the quality and packaging of their products and to develop new products 
and a greater variety of products in limited quantities, all of which would 
add to the production cost. The factories, however, not only derive no 
benefit irom the high export prices set by the foreign-trade departments, but 
also stand to make smaller profits. There are, under the Shanghai Textiles 
Industrial Bureau, 48 factories exclusively engaged in the manufacturing of 
export products. These factories, all engaged in developing a wide variety 

of products of limited quantity to meet export needs and to increase foreign- 
exchange earnings, have without exception suffered losses in profit. This 

has put a damper on the positive attitude of the factories exclusively engaged 
in the manufacturin’ of export products. For this reason, the problem of 
establishing a relationship between the selling price of export products and 
the economic benefit accruing to the factories and of encouraging the factories 
to make their export products more competitive is one of great consequence 
which must be studied and resolved. 


Furthermore, the foreign-trade companies in certain areas have taken 

advant a ‘f the considerable price differential at home and abroad to 

engage in improper import and export operations, to cause damage to the 
national plan, to disrupt the domestic market and to exert a dire influence 
on industrial production domestically. This situation not only calls for the 








exercising of stricter control and the adoption of corrective measures, but 
also further studies with a view to resolving the contradictions in the matter 
of pricing. 


3. Adoption of Special Exchange Rate for Trade Departments 


Since 1981, a special foreign-exchange rate for the trade departments has 
been adopted with the purpose of resolving the contradictions arising 

from the pricing of import and export commodities and of achieving the 
objective of promoting exports and putting a limit on imports. There has been 
both favorable and unfavorable comment on the merits of the special exchange 
rate. It is necessary to give serious study to the question on the basis 

of the actual circumstances prevailing in our country to determine the merits 
or demerits of the exchange rate. 


The special exchange rate of U.S. $1 to 2.8 renminbi for the trade departments 
applies only domestically. The normal exchange rate still applies in 

dealing with foreign countries. From the overall point of view, the existing 
exchange rate between the renminbi and foreign currencies cannot be considered 
as inordinately high. The exchange rate applying to departments not in 
foreign trade does, however, appear to be inordinately low in view of the low 
prices of daily necessities in the domestic market, especially the charges 
for various services compared to foreign countries. From the point of view 
of the exchange rate for foreign trade, it is the structure of the domestic 
prices which makes the cost of earning foreign exchange higher than the list 
price for foreign exchange. In dealing with the problem, the proper thing 

to do is not to alter the exchange rate between the renmimbi and foreign 
currencies, but to adopt a domestic exchange rate for foreign trade while 
maintaining the same exchange rate in dealing with foreign countries. At 
present, the domestic foreign-exchange rate for foreign trade is based on the 
average nationwide cost of earning foreign exchange in the export trade plus 
a reasonable margin of profit for foreign-trade operations so as to prevent 
losses from the export of commodities. As for the foreign-exchange rate 
other than that applying to foreign-trade operations, the list price for 
foreign exchange should remain in force in view of the low cost of earning 
foreign exchange. It is in line with the actual circumstances prevailing in 
our country to adopt different foreign-exchange rates for foreign trade and 
nonforeign trade purposes. 


Some comrades, opposed to the domestic foreign-exchange rate for foreign 
trade, have spoken out in favor of lowering the exchange rate between the 
renminbi and foreign currencies. A lower exchange rate will, however, 
result in the depreciation of the renminbi and bring heavy losses to the 
country if it is applied to nonforeign trade areas without improving upon 
the adoption of a special domestic rate for foreign-trade operations. It 
is for this reason that this proposal should not be adopted. 


The adoption of a domestic foreign-exchange rate for foreign trade has so 
far shown the following advantages: 
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(1) Promotion of exports. Taking the nation as a whole, imports have 
resulted in losses instead of profits (chiefly due to changes in the struc- 
ture of imports), while exports have resulted in profits instead of 

losses. This change is in line with the principle of promoting exports 

and setting a limit on imports. While it is true that, due to the price 
structure, the export of industrial products still results in losses, the 
amount of loss has been greatly reduced. The average cost of earning 
foreign exchange for the export of industrial products from Shanghai is 3.3 
yuan. According to the foreign-exchange list price, a loss of 1.4 yuan is 
incurred in the export earning of U.S. $1. Since the adoption of the 
domestic foreign-exchange rate, it has been possible to reduce the loss to 
around 0.5 yuan. The cost of earning foreign exchange has dropped below 
2.8 yuan for one-third of the products so that they are now sold at no loss 
or even at a profit. Other measures will have to be adopted to solve the 
problem created by two-thirds of the products whose cost in terms of foreign- 
exchange earnings exceeds 2.8 yuan. 


(2) Reform of foreign-trade system. At the present time, import and export 
operations are assigned to different units by the foreign-trade departments. 
Import operations are chiefly assigned to the head company, while export 
operations are chiefly assigned to the branch companies. According to 

the original foreign-exchange list price, imports have resulted in profits 
while exports have resulted in losses. That means it is the head company 
which makes money and the branch companies which lose money. Thus, it has 
not been possible for the branch companies in various localities to adopt 
the system of independent accounting and to assume responsibility for 
profits and losses. Instead, they have to apply for reimbursement from the 
head company so that it is the head company which has to assume 
responsibility for unified accounting for profits and losses. This practice 
is not conducive to the extension of foreign-trade operations and the 
financial system to the grassroots level. The situation has undergone a basic 
change since the adoption of a domestic foreign-exchange rate for fcreign 
trade op rations. The setting of the cost of earning foreign exchange and 
the institution of independent accounting by the branch companies would 
greatly reduce the contradictions. 


(3) Enabling the domestic industries to deal directly with foreign enterprises 
and to open up a multiple instead of a single channel for exports. In order 
to strengthen the link between the industrial and commercial enterprises 

and that between production and sales, it is necessary to put more effort 


into the promotion «! exports under the principle of adopting a united stand 
in dealing with foreign countries. For instance, external transactions 
should be concluded jointly by the industrial and commercial enterprises 
and cxports should be handled by the foreign-trade departments. Within 
certain limits, however, the industrial enterprises should be permitted 

to haniic the export of their products directly. After approval has been 
given, '!e« large factories with the necessary qualifications should be 
permitted to engage in business dealings with foreign countries. Thus, 


instead of having to settle accounts between the industrial and commercial 
enterprises according to the domestic price quotation as in the past, the 
industrial enterprises would be able to settle accounts directly according 








to the price quotations in the international market. However, in view of the 
higher cost of foreign-exchange earnings entailed by the export of industrial 
products, the profits for the industries would be drastically reduced and 
losses would even be incurred by the export of certain products if accounts 
are settled according to the foreign-exchange list price. That would result 
in dampening the enthusiasm of the industries to deal directly with foreign 
countries. Since the adoption of a special domestic foreign-exchange rate 
for commercial enterprises, the industries have on the whole been able to 
make a certain profit, although the amount may not be as high. If the export 
products are competitive, thev would stand to make higher profits and the 
industries would find it easier to deal directly with foreign enterprises. 


The adoption of a domestic foreign-exchange rate for the commercial enter- 
prises has also brought certain new problems which need to be studied and 
resolved. For example, it is profitable to export agricultural products 
because of their low price in the domestic market. Since the adoption of a 
domestic foreign-exchange rate for commercial enterprises, the export of 
agricultural products has become even more profitable. This has tended to 
encourage the commercial enterprises to buy up agricultural products for 
export at higher prices which would tend to raise the domestic prices of 
agricultural products and wreak havoc on the national plan. With a view 

to finding a solution to this problem, it has been proposed that two different 
domestic foreign-exchange rates should be set, one for industrial and one for 
agricultural products. This proposal is hardly practical because it would 
pose too great a difficulty for the banks and commercial enterprises in 
settling accounts. Our opinion is that the solution of this problem hinges 
chiefly on strict adherence to the principle of giving primary consideration 
to the planned economy and secondary consideration to market adjustments 

and of exercising stricter control over the implementation of the national 
plan. 


Another problem has been posed by losses incurred in the import of commercial 
commodities. Losses have been specially heavy in the import of agricultural 
products and certain raw materials for industrial purposes. This has served 
to curb the random importing of certain products. However, a solution must 
be found to stem the losses incurred by the import of certain essential 
products. In order to ensure the stability of commodity prices in the 
domestic market, provisions have been made by the State Council to reimburse 
the losses incurred in the import of commercial products included in the 
national plan and by the local governments to reimburse losses incurred 

in the import of commercial commodities according to the plan of the local 
governments. 


lt may be seen from the above analysis that the domestic foreign-exchange 
rate for the commercial enterprises, having as it does more advantages than 
disadvantages, should be given its seal of approval. The adoption of this 
measure cannot, however, entirely resolve the contradictions posed by the 
existence of two markets and two pricing structures. Further study is 
required to find some other solution. 








4. Improving the Pricing System of Import and Export Commodities 


The pricing of import and export commodities must be undertaken with due 
consideration to the following guiding thoughts: a) In engaging in 
foreign-trade operations, an eye should be kept on the potentialities so 

that the advantages may be further developed and greater economic benefits may 
be achieved; b) It is necessary to stimulate the initiative of the industrial 
and foreign-trade enterprises to expand the volume of exports; c) Any measure 
under consideration must be conducive to the stability of commodity prices 

in the domestic market. We wish to present the following views in the light 
of these guiding thoughts: 


(1) Use should be made of the law of values to promote production and to 
exploit our strong points. In the domestic market, advantage should be 
taken of the law of values to strengthen economic accounting and to use 
the least amount of labor to achieve the maximum economic results. In the 
intensely competitive international market, the law of values plays an even 
more crucial role. That is so because the classification of the standard of 
the commercial commodities in the various countries "represents the average 
unit of labor in the world."! This classification cepresents the time 
consumed by labor in a society occasioned by competition throughout the world. 
Whether our products can find a place in the international market depends 
largely on the quality and the production cost of our products. That is to 
say, it depends on whether the amount of live labor and materialized labor 
consumed in the manufacturing of our export products is of an acceptable 
standard in the international market. If the cost is low and the variety 
of our products is in demand, then they can find a place in the international 
market and make higher profits. If the opposite is true, then they will 
fail not only to find a place in the international market, but will also bring 
heavy losses. Generally speaking, because of the lower wages and the 
ré iitant lower production cost, many of our produc ts enjoy 1 certain 
ompetitive edge in the international market. This competitive edge is lost 
because f the low technical production standard otf some of our products, 
the low rate of labor productivity, or the low quality of our products. For 
this reason, we must seek to put more products in the international market, 
discover our shortcomings through the experience of engaging in intense 
competition, conti.uwe to raise the technical standard of production, lower 
the cost of production and development in a positive manner the export of 


j 


new pr cts and new product varieties w. ich enjoy a competitive edge in order 


to achieve higher economic gains. 


How we go about selecting competitive products for export? It is our 
opinion that, in addition to considering the cost of earning foreign 

exchape by the foreign-trade departments, consideration should also be given 
to t roduction cost of the industries and that, instead of taking account 
of the ftoreign-trade departments alone as is now the practice, we should also 
take onsideration the profits and losses of the industrial and 


commercial departments as a whole. That is, in assessing profits and losses, 


lithe Complete Works of Marx and Engels, Vol 23, p 614 








we should check the cost of production and the operational cost of the 
foreign-trade departments against the sale of our export products. The 
accounting done by the foreign-trade departments alone does not reflect the 
actual profits and losses of our export products. Taking the export products 
which entail heavy losses to the foreign-trade departments as an example, 
only a small number of such products result in real losses, while the majority 
which seem to suffer losses are actually profitmaking. Taking wrist watches 
as an example, while the cost of earning foreign exchange is around 7 yuan 
if it is calculated on the basis of the present domestic factory price, it 
omes co only a little over 1 yuan if it is calculated on the basis of 
the factory production cost plus expenses incurred by foreign-trade opera- 
tions. It ‘s for this reason that it is only by taking an overall account 
of tie industrial and commercial departments that it is possible to assess 
the actual profits or losses entailed by export products, to select products 
for export which bring profit to the state and to engage in the expansion 
of their export in a positive manner. As regards those products which 
result in real losses, we must make a specific analysis of the reasons. The 
cost of certain new products was inordinately high ia the arly period of their 
production and a certain loss was acceptable for a certain period of time. 
With the development of production, however, they often gradually turned 
losses into profits. Because of the deplorably low technical standard of 
production domestically, the production cost of certain prcducts cannot be 
reduced within a short period of time. Under such circumstances, we should 
temporarily reduce or suspend the export of such products, expedite the 
technical reform of the enterprises and create favorable conditions for their 
export. 


(2) Giving free play to th. use of taxes as a lever, adjusting the profits 
and losses between the industrial and commercial departments, and reducing 
the losses incurred by exports. At the moment, it would not be possible 

to resolve on an overall basis the many domestic pricing problems. Under 
the circumstances, it would be most difficult to adjus: the procurement 
price of export products alone. In recent years, the concerned departments 
have set different domestic and export prices for a few products which 

bring inordinately high profits of export products alone. By so doing, they 
have, while reducing the export losses incurred by the foreign-trade 
departments, dampened the enthusiasm of the factories to increase the 
production of export products, especially those which are in short supply 

at home. The concerned departments can reduce only the prices of export 
products which are in auple supply, since prices cannot be readjusted 
domestically. Generally speaking, two different prices should not be set fer 
other products. In view of the difficulty of making an overall adjustment 
of domestic prices at the present time, use can be made of taxes as a lever. 
Provision has already been made by the state to reduce industrial and 
commercial taxes, or to exempt from the payment of such taxes in the produc- 
tion link, for export products which cost over 2.8 yuan to earn foreign 
exchange and to forgive payment of custom duties tor raw materials used for 
the manufacturing of products which depend on imports to promote exports. 
The reduction of or exemption from the payment of taxes has the advantage 

of offsetting losses incurred by the foreign-trade departments. The 

Josses suffered by the 


idoption of this measure, while cutting down the 





foreign-trade departments without reducing the profits made by the industries, 
would serve to heighten the enthusiasm by both the industrial and foreign 
trade departments. 


(3) While ensuring the stability of market prices, measures should be taken 
step by step to reform the pricing system for import and export products 

in order to develop foreign trade. Consideration should be given the fol- 
lowing measures: a) Special prices different from domestic prices should be 
set for specific export products (such as carved jade, carpets, diamonds 

and jewelry) and factories exclusively engaged in the manufacturing of 

export products should be permitted to set prices different from domestic 
prices, provided that a reasonable amount of profit can be made by the 
industries and that no losses are suffered, or a certain profit is made, by 
the foreign-trade departments. After different prices have been set, those 
factories whose profits have been reduced should be permitted to readjust 
their profit quotas and the basic profit retention figure. b) As regards 

the import of materials to promote exports and the processing of imported 
materials, the prices of imported raw materials and processed products should 
be set on a trial basis according to prices prevailing in the international 
market. Net foreign-exchange earnings may be converted to renminbi according 
to the domestic foreign-exchange rate for the foreign-trade departments as 
the labor cost incurred by the factories. Taking semifinished materials for 
making polyester knitted coats as an example, the cost of earning foreign 
exchange in their export exceeds 6 yuan according to the prevailing method 

of pricing. If, however, the prices of imported raw materials and processed 
products are set according to prices prevailing in the international market, 
it would be possible for the industries to make a profit and for the foreign- 
trade departments to suffer no losses. The adoption of this measure would 
also encourage the factories to conserve the use of materials, to reduce labor 
costs and to increase their foreign-exchange earnings. c) Changing the 
relationship in the purchasing and sales operations undertaken by the indus- 
trial and commercial departments and the system of settling accounts. 
Dealings with foreign countries should be jointly conducted by the industrial 
and commercial departments. The foreign-tride departments should serve as 
agents for export operations and be permitted to settle accounts directly 
with the factories according to the export selling prices. The foreign-trade 
departments should be paid a reasonable amount of service charges, while the 
factories should be respunsible for profits and losses. The adoption of this 


measure would enable to factories to make a reasonable amount of profit. If 
the products are in demand and highly competitive, the factories would stand 
to make even higher profits which in turn would provide them an incentive 


to continue to improve the quality of their products, the variety of their 
export products and their packaging. d) Provided the present pricing system 
remains unchanged, prices should be set according to the quality of the 


products. A reasonable subsidy should be paid to the factories, and export 
sellin: prices should be raised to a reasonable extent for export products 
whic! o> in many varieties and which are produced in limited quantities, in 
view ot the increased production cost incurred by the additional input cf 
labor and time by the factories. Part of the profits made by the foreign- 
trade departments should be paid to the factories which are responsible for 


earning a greater amount of foreign exchange by improving the variety of their 














products and their packaging and by shortening the delivery period. In short, 
it is necessary to heighten the enthusiasm of the industrial and foreign- 
trade departments to make export products more competitive and to earn 

larger amounts of foreign exchange for the state. 


As regards the pricing of import products, it should be done strictly in 
line with the prices of similar domestic products in order to ensure the 
stability of commodity prices in the domestic market. 


In view of the complexity of the pricing problem, it would also be necessary, 

in addition to the adoption of the above-mentioned measures, to improve the 

method of assessing foreign trade. It is essential that the foreign-trade 

companies should strengthen their economic accounting. However, the cost 

of earning foreign exchange should be set according to the type of products. 

The financial departments should assume responsibility for additional losses 

resulting from changes in the structure of export products. Thus, the 

foreign-trade companies would have a free hand in enlarging the export of » 
those products which, while appearing to be moneylosers, are actually 

moneymakers when the entire situation is taken into consideration. 
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FOREIGN TRADE 


STATUS, PROSPECTS IN SINO-U.S. TRADE EXPLORED 


Wuhan WUHAN DAXUE XUEBAO (Shebui Kexue Ban) [WUHAN UNIVERSITY JOURNAL (Social 
Sciences Edition)] in Chinese No 1, 28 Jan 83, pp 30-37 


[Article by Chen Jiyong [7115 4949 0516]: "Sino-American Trade, Its Present 
State and Future Prospects"] 


[Text] Since China and the United States established diplomatic relations, 
Sino-American bilateral trade has increased swiftly and steeply, attracting 
great attention in China and abroad. This article is a tentative exploration 
of the present conditions and future prospects of Sino-American trade, mainly 
based on American statistical data. 


1. The bilateral trade between China and America is the economic intercourse 
between the two countries. At different historical stages, this trade had 
different character, had its particular features and fulfilled different 
functions. Before liberation, Sino-American trade was a major means by 

which American imperialism exercised economic aggression and plundered China. 
After liberation, Sino-American trade by necessity had to be in the spirit 

of equality and mutual benefit and of supplying each other's needs and thus 
became an expanding economic exchange and a means of economic development. 


Trade exchanges between China and America took place as early as 1784, but 

up to the eve of World War I England controlled most of China's foreign 
trade, and the Sino-American trade was therefore ver, small. In the period 
1910-1913, the annual amount of Sino-American bilateral trade was only 

U.S. $51.6 million per year.! After World War I, American imperialism stepped 
up its economic infiltration of China and exports of commodities to China, 
and bilateral trade experienced a conspicuous development. In the period 
1920-1929 the average annual bilateral trade amounted to over U.S. $260 
million.’ However, in the thirties, which was the time of economic crisis 
and extreme depression in America, the amount of Sino-Amercican trade dropped 
sharplv. In the period 1929-1938, the amount of bilateral trade dropped 
drama! ‘cally from $290 million to $82 million. Later, Sino-American trade 
recovered quickly and developed, and in 1946 reached as high as $559 million, 
which was a record ‘for the pre-liberation period, 3 accounting for 53 percent 
of the total Chic .e foreign trade. Through its trade with China, American 
imperialism plund red China's raw materi.)s, buying at cheap prices, and 
marketed its surp’us commodities in Chiia at high prices. 








In the early years of the People's Republic, the People's Government continued 
trade with America in a spirit of equality and mutual benefit and of supplying 
each other's needs. In 1950, Sino-American bilateral trade amounted to U.S. 
$191 million, of which $146 million were Chinese exports to America and $45 
million Chinese imports from America.4* Following the aggression against 

Korea launched by the United States and America's economic blockade and 
embargo against China, the bilateral Sino-American trade drastically 
decreased. In 1951 America prohibited exports to China and after 1954 
Sino-American bilateral trade relations came to a complete stop. 


The U.S. economic blockade and embargo could not impede Chinese economic 
construction from further developments. Following the rather speedy growth 
of China's national economy and China's ever growing prestige in the inter- 
national community, China's influence increased uninterruptedly, while the 
United States was bogged down in the quagmire of the Indochina war and its 
political and economic position in the world went down day by day. America's 
internal conditions declined and it struggled with the Soviet Union for 

world hegemony. America then realized that its trade blockade and embargo 
against China was of disastrous consequences for itself, and this forced it 
to change its course. From the end of the sixties, the U.S. government began 
to relax its trade relations with China in various ways and from then on 
Sino-American trade relations became gradually unfrozen. 


The year 1972 brought a basic change in Sino-American trade relations. In 
that year the U.S. President Nixon visited China, and both countries jointly 
published the Shanghai communique, which points out: "Both sides regard 
bilateral trade as an area of mutual benefit and regard trade relations on 

a basis of equality and mutual benefit as in the interests of the people of 
both countries." Under the influence of the communique, the long interruption 
of Sino-American trade was ended, and trade relations were resumed and 
developed, as seen in the following table: 


Value of Sino-American Trade 1972-1978 
In U.S. $00,000,000 








Year Total Export Import Difference 
1972 0.959 0.324 0.635 -0.311 
1973 8.951 0.649 7.402 -6.753 
1974 9.338 1.147 8.19] -7.044 
1975 4.619 1.584 3.036 -1.452 
1976 3.364 2.010 1.354 +0.656 
1977 3.740 2.027 1.713 +0.314 
1978 11.477 3.241 8.236 -4.995 


Source: National Council for U.S.-China Trade, "1978 Sino-American 
Trade Statistics." 


As the above table shows, the value of Sino-American trade during 1972-1978 
quickly rose from below U.S. $100 million to $1.15 billion, that is, it 








increased almost 1] times in 7 years. However, while Sino-American trade 
certaini, developed rapidly, the trend was an extremely unstable one. The 
value of trade did not rise gradually, but went up and down in sharp 
fluctuations. From U.S. $4.9 million in 1971, the value of Sino-American 
trade steeply rose to $930 million in 1974, and in 1976 dropped drastically 
down to $340 million, to rise again rapidly to $1.15 billion in 1978. 


Sino-American trade developed in such an unsteady way between 1972 and 197 
mainly because relations between the two countries had not yet been 
normalized and a series of specific questions regarding the development of 
bilateral trade had not yet been solved. These questions were: 


(1) The question of outstanding claims between both countries. On 17 
December 1950 the U.S. government ordered the sealing and taking into custody 
of all Chinese assets in the United States. On 29 December the same year, 

the Chinese government also announced the confiscation of all public and 
private American property in China. This question of outstanding claims 
between China and the United States had never been settled. As a consequence 
there could be no direct shipping and no direct banking arrangements between 
China and the United States, and there was no way to expand and promote mutual 
trade by means of credit relations. 


(2) U.S. restrictions on exports to China. Although the U.S. government 
relaxed certain restrictions on exports to China, it still severly restricts 
the shipment of high-grade, precision and advanced items, and as the U.S. 
government will not issue export permits, some contracts cannot be fulfilled 
or are not being signed. 


(3) The question of most-favored-nation treatment. During this period, the 
U.S. government did not grant China most-favored-nation treatment, and 
Chinese shipments to America therefore had to pay regular customs duty. 

In the case of carpets, for instance, Chinese handmade carpets had to pay 

45 percent ad valorem, while those fron countries enjoying most-favored- 
nation treatment pay only 12 percent. The high customs duty weakened the 
competitive strength of Chinese merchandise and directly affected Chinese 
exports to America. Because America discriminated against Chinese trade, the 
exports from China to the United States lagged far behind the Chinese import 
trade from America. 


(4) Certain diffic:lties in the development of Chinese trade with the United 
States. Because Chinese export trade lacks "hot-selling items," many 
commodities that can be offered are not suitable for marketing in America, 


and for marketable items the supply of goods is insufficient. This seriously 
affects Chinese exports to America and causes an extreme imbalance in the 
bilate:al Sino-American trade. For 5 years, during 1972-78, China had a trade 
deficit which reached as high as U.S. $1.96 billion. 

2. The vear 1972 was a year of dramatic developments in Sino-American trade 
and the year of normalization of Sino-American trade relations. Compared 


with 1978, the total amount of Sino-American trade in that year more than 








doubled and reached U.S. $2.38 billion, which is about the total value of 
all the trade during 1975-78. Thereafter, Sino-American trade continued 

to increase rapidly. By 1981 the total values of Sino-American trade, 
Chinese imports from the United States and Chinese exports to the United 
States reached U.S. $5.5, 3.6 and 1.9 billion, respectively. Compared 

with 1978, the increases were 3.7, 3.4 and 4.3 times, respectively. In 1978 
America accounted for 5.4 percent of China's trade and ranked behind West 
Germany. By 1981 the U.S. share in China's trade had quickly risen to 12.8 
percent, had surpassed West Germany and was only slightly below Japan. 

Thus, America became China's second largest trading partner. In the 

period 1979-81 the total value of the average annual Sino-American trade, of 
Chinese imports from America and Chinese exports to America had risen at a 
speed of 67, 63.5 and 74.8 percent, respectively, by far exceeding the average 
annual speed of increases in the total value of Chinese foreign trade, as 
well as import and export trade values. 


Sino-American trade could attain such a quick developmert since 1979 becwse 
of several factors, which in concrete terms may be described as follows: 


First of all the objective demands posed by the development of the national 
economy of the two countries. After the war, as social productive forces 
increased day by day, science and technology made enormous progress, 
international division of labor, specialization in production and cooperation 
became further strengthened, the international economic interrelationship 
developed on an unprecedented scale in depth and in breadth. The growing 
intensification and broadening of international economic connections became 
the inexorable trend in world economic developments. The two big countries 
of the world, China and the United States, had of necessity to strengthen 
their economic relations through international trade. Especially from 

the end of the seventies on, when the American economic stagflation became 
serious and plunged the country into a new crisis, America, overseas and 
even in its domestic market, suffered f-om fierce Japanese and West European 
competition, and as a consequence experienced a drastic decline in its 
international economic position. Its foreign trade deficit continuously 
widened, the international balance of payments deteriorated day by day, 
there was a surplus of capital and commodities, and the number of 
unemployed rose sharply. America urgently needed expansion of its commodity 
and capital exports in order to reduce the unemployment and to balance its 
trade. The development of Sino-American trade therefore assumed a role of 
considerable importance in the American economy. As the U.S. Secretary of 
Commerce Baldridge, speaking of Sino-American trade in agricultural products, 
said: at present the United States has over 11 million acres (corresponding 
to about 67 million mu) under cultivation for the Chinese market, and one 
out of seven bales of American cotton is bought by China. China has become 
the third largest market in the world for American agricultural products. 
America has 150,000 to 200,000 people engaged in the newly developed trade 
with China.© At the same time, the development of Sino-American trade is 
also beneficial for our national economy. After the smashing of the "gang 
of four" in 1976, and especially after the Third Plenary Session of the 11th 
CPC Central Committee in 1978, when the focus of our party's work was shifted, 











our country paid greatest attention and emphasized that on the basis of 
self-reliance, great efforts were to be expended on developing foreign trade, 
importing foreign advanced technology and administrative experiences, in 
order to be able to speedily realize the four socialist modernizations. 
Through a development of foreign trade, including trade with the United 
States, we can import technologies and capital, which would promote restora- 
tion, readjustment and further development of our national economy. 


Next, another reason is that China and the United States adopted a series 
of measures to promote bilateral trade. Such measures include: 


(1) The establishment of official diplomatic relations between China and 

the United States on 1 January 1979, which ended the long state of antagonism 
between the two countries that had begun with the American aggression against 
Korea, thereby providing the necessary political precondition for the rapid 
development of Sino-American trade. 


(2) In May 1979, China and the United States signed an "Agreement between 
the Governments of the PRC and the United States for the Settlement of 
Claims," and by this agreement eliminated a great obstacle in the way of a 
smooth development of Sino-American trade. 


(3) In July 1979, China and the United States signed a "Sino-American 

Trade Agreement" (effective from 1 February 1980). This agreement stipulates 
that on the foundation of equality and mutual benefit and according to the 
principle of non-discrimination (i.e., most-favored-nation treatment), the 
trade relations between the two countries shall be further developed. This 
agreement had an extremely strong stimulating effect on the speedy development 
of bilateral Sino-American trade. In 1978 the value of Chinese exports to 
the United States was only U.S. $320 million. After receiving most-favored- 
nation treatment, Chinese exports to America rose steeply and by 1981 had 
reached a high of U.S. $1.9 billion, that is, in 3 years it had increased 
almost 5 times. As Western publications reported, after China and the 

United States granted each other most-favored-nation treatment, Sino-American 
trade increased conspicuously. Data from the big port of Portland reveal 
that in 1980 China exported to America 30,000 tons, approximately 2,000 tons 
more than in 1979. American exports of commodities through the said port | 
during the same period increased from 70,000 tons in 1979 to 500,000 tons. 


(4) In October 198°. the Sino-American agreement on grain trade stipulated 
that starting in 1981 America will annually supply as much as 9 million tons 
of griin to China continuously for 4 years.® The signing of the agreement 
stipulated the development of Sino-American trade in agricultural products. 
In 1950, China imported 11] million tons of American grain (wheat, corn, sova 


beans 1 volume of U.S. $1.4 billion,? which was 1.9 times more than in 
1979, 


(5S) Credit extended by America to China. In August 1979, the U.S. Vice 
President Mondale on his visit to China on his own initiative made the 
suggestion of a trade credit of U.S. $2 billion, to be later increased in 
case of necessity. In May 1981, a delegation from the U.S. Import-Export Bank 


(hid 








discussed the principles of a credit agreement in Beijing with the Bank 

of China. On 23 September 1981, the U.S. Import-Export Bank and the 
Chase-Manhattan Bank extended to the Bank of China export credits of U.S. 
$32.51 million. There is no doubt that these credits will further stimulate 
the development of Sino-American trade. 


(6) American general technological aid to China. In December 1978 the China 
National Cereals, Oils and Foodstuffs Import-Export Corporation signed an 
agreement with the Coca-Cola Company of America. According to this agreement, 
America is to supply China with a set of Coca-Cola production and bottling 
equipment (including all equipment from the treatment of the raw material to 
packaging of the final product) and is to help China to build a modern 
Coca-Cola plant in the western outskirts of Beijing. On 27 August 1981, 

the John Deere Company of America signed the first technology transfer 
agreement for the manufacture of agricultural equipment. The agreement 
includes the sale of licenses and technical knowhow for the manufacture of 
three types of harvesters. The said company will supply blueprints and 

data on quality control and other aspects, train Chinese technical and 
managerial personnel and undertake to buy within the next 10 years certain 
parts and agricultural tools, possibly even complete harvesters, manufactyred 
in China.19 This technological aid and cooperation has also to a certain 
extent stimulated the development of Sino-American trade. 








Apart from this, China and America have also adopted certain other measures 
to develop bilateral trade, for instance, compensation trade, processing 

of materials and samples submitted, holding exhibitions, establishing various 
trade offices, visits by trade delegations, etc. Undoubtedly, these methods 
and measures have also to a certain degree stimulated the development of 
Sino-American trade. 


In the last few years, as bilateral trade between China and America speedily 
developed, it also showed the following three outstanding characteristics: 


First, Stable Developmental Trend 


Since 1979, there were no great ups and downs and no unstable undulations in 
the value of bilateral Sino-American trade, but only an unprecedented increase 
at a steady pace. 


Value and Speed of Development of Sino-American Trade 


In U.S. $00,000,000 





1979 1980 1981 
Volume Increase Volume Increase Volume Increase 
of Trade over of Trade over of Trade over 
previous previous previous 
year % year Z year % 
Total Trade 23.78 101.5 49.16 106.7 55.00 11.9 
Export 6.54 83.7 11.61 78.4 19.00 62.8 


Import 17.24 109.2 37.55 117.8 36.00 -4,1 











Sources: International Monetary Fund, “Trade Trends” 1981. U.S. Department 
of Commerce, “United States Commerce,” 8 February 1982. 


Second, Notable Difference in Commodity Mix in Sino-American Trade, as 
follows: Our imports from America comprised large volumes of agricultural 
products as well as advanced machinery and equipment; see, for instance, the 
table on the following page. 


It shows that agricultural products are the bulk of Chinese imports from 
America and are in a dominant position. In 1978 China imported U.S. $540 
million of agricultural products from America, account ing for 67.5 percent 

of that year's total Chinese imports from America. ! In 1979 the imports of 
agricultural products from America quickly rose to U.S. $1 billion, accounting 
for 58.2 percent of that year's Chinese imports from the United States. In 
1980 the Chinese imports of agricultural products from America skyrocketed 

to as high as U.S. $2.2 billion, account’ng for 58.6 percent of that year's 
total Chinese imports from America. 2 In these 3 years they constituted 
without exception over half of the the total Chinese imports from America. 
Among the Chinese imports of American agricultural products, the importation 
of wheat and cotton occupied the major position and moreover developed at a 
very great speed. In the period 1978-81, the amount of Chinese wheat imports 
from the United States increased dramatically from U.S. $250 million to $1.3 
billion,!3 and its percentage of Chinese imports from America also increased 
from 30.4 to 36.1 percent. In the period 1978-80, Chinese imports of American 
cotton speedily increased from U.S. $160 million to $700 million,!4 without 
exception exceeding 18 percent of total Chinese imports from the United 
States. 


15 Major Commodities in 1979 Chinese Imports from the United States 





Items Import Value Percentage of Total 
(In U.S.$) Chinese Imports 
from U.S. 
Cotton 356,763,016 20.8 
Corn 268 547,073 15.6 
Wheat 214,105,583 12.5 
Soybeans 106,722,343 6.2 
Polyester fiber 56,777,062 3.3 
Seamless shaft pipe: 56,536,766 Ja 
Drilling machine parts 54,157,663 30d 
Standard seamless pipes 36,521,461 2.1 
Soybe.in oi] 35,894,335 Zed 
Urea 29,937,468 1.7 
Seamle drill shafts 279,119,233 1.6 
Polyester raisin 22,565,155 1.3 
Air pum parts 22,416,073 1.3 
Oil drill parts 17,800,320 1.9 
Electr. Prospecting instruments & pts. 17,698,320 1.0 
Source: "Chinese Trade Commentary" United States, 1980, March and April 


issues. 











Besides these, in Chinese imports from America, machine equipment and means 
of transportation also occupied a position of considerable importance and 
their importation increased rapidly. In 1978 China imported U.S. $107 
million of industrial equipment and means of transportation from America; in 
1979 this had increased to $230 million, and it increased again in 1980 to 
$460 million. In the total Chinese imports from the United States, machine 
equipment and means of transportation took a share of over 12 percent on a 

3 year's average. Among the industrial equipment imported from America, the 
main items were aircraft, oil exploration and drilling equipment, computers 
and other transportation equipment. Among the items of machine equipment 
and means of transportation imported from America in 1980, aircraft amounted 
to U.S. $162 million, machinery for oil and natural gas exploration and 
drilling amounted to U.S. $23 million, including U.S. $29 million worth of 
computers for data processing machines and parts and U.S. $23 million worth 
of other transportation equipment and parts. 


15 Major Commodities of 1979 Chinese Exports to the United States 











Items Export Value Percentage of Total 
(in U.S.$) Chinese Fxports to 
U.S. 

Crude oil 71,788,895 12.1 

Gasoline 21,614,894 3.7 
Fireworks 15,623,799 2.6 

Plain colored printed fine cloth 15,153,376 2.6 
Ammonium molybdate 13,136,891 2.2 

Curios 12,275,794 ye 

Men's cotton or flannel sports shirts 10,551,356 1.8 

Woolen carpets 10,253,620 1.7 
American-style Oxford women's shoes 9,948,416 PP 

Shrimp 9,731,628 1.6 

Hog bristles 9,570,709 1.6 

Tungsten ore 9,314,857 1.6 

Cotton gloves 9,119,163 1.5 

Bamboo baskets and containers 8,908 ,688 kad 

Corduroy women's Western-style pants 8,166,679 1.4 

Source: "Chinese Trade Commentary,” United States, 1980, March and April 

issues. 


However, in our exports to the United States there were few bulk items, 
there was a great variety of commodities and the proportionate share of 
each was small, as seen, for instance, in the above table for 1979. 


The table shows that all the 15 major commodities exported to America in 1979 
accounted for only 39.7 percent of the total Chinese exports to the United 
States in that year. Only one item (crude oil) reached a double digit figure 
(12.1 percent) in the percentages. The 15 major items imported from the 
United States in 1979 account for 77 percent of all Chinese imports fror the 
United States, and among these, three items (cotton, corn, wheat) reached 
double digit figures (each 2().8, 15.6 and 12.5 percent). 











Third, Extreme Imbalance in Sino-American Bilateral Trade 


For 3 years continuously, 1979-81, China has had an adverse trade balance, 
totaling as high as U.S. $5.26 billion, or of an annual average of U.S. 
$1.79 billion. The largest deficit was in 1980, when it amounted to U.S. 
$2.59 billion. The main reason for our country constantly having trade 
deficits is that our country on the one hand imported large quantities of 
agricultural products and industrial equipment, and on the other hand could 
not increase exports to America by large quantities. The basic reason why 
our country cannot increase exports by large quantities is that the United 
States imposed restrictions on the importation of Chinese commodities (for 
instance textiles). 


3. What will be the future trend of Sino-American trade? This is a question 
that now worries many people, particularly since a kind of shadow and dark 
clouds have appeared over Sino-American relations because of the Reagan 
government's decision toward the end of 1981 to sell arms to Taiwan in viola- 
tion of the Shanghai Communique. !> Many people in the United States rather 
link the new situation with the economic readjustment now being undertaken 
inside China and have made various predictions regarding the prospects for 
the development of Sino-American trade. Briefly, there are mainly two kinds 
of predictions: 


One opinion has it that Sino-American trade will stagnate or even regress for 
the following reasons: (1) Sino-American trade is closely linked, mutually 
conditioned and mutually affected by the political and diplomatic relations 
between China and the United States. American sales of arms to Taiwan violate 
China's sovereignty, interfere in the international political affairs of 
China, have already evoked the strongest resentment among the Chinese people 
and led to a deterioration of political and diplomatic relations between 

China and the United States. This is bound to seriously affect the 
development of Sino-American trade. (2) China is at present in the process 

of an economic readjustment and moreover has an adverse trade balance with the 
U.S. In addition, America has imposed serious restrictions on Chinese exports 
of certain commodities to the United States, while there still exist certain 
American legal provisions that discriminate against China. All these facts 

do rial ial us to be optimistic about the future prospects tor Sino-American 
trade, 


Another opinion ha it that Sino-American trade will continue to show great 
development for the following reasons: (1) Although the Reagan government's 
serious act of selling arms to Taiwan will have a certain impact on Sino- 


American trade, America is now in the process of finding ways and means to 
relax Sino-American relations, and there will be no major adverse effect of 

i deci nature on Sino-American trade. (2) The growth of Sino-American 
trade roe 1972 has had a positive effect, to varying degrees, on the 
levelopi. f the national economies of China and the United States. America 


has especially profited much by this trade. For the sake of its own economi« 
benefits, America will inevitably continue to develop its trade relations with 
China. (3) Judging by the development of Sino-American trade within the most 
recent years, the readjustments in the Chinese economy have had no adverss 











influence on the growth of Sino-American trade. In fact it was just in this 
period of Chinese economic readjustment that Sino-American trade experienced 
its speedy growth.!8 (4) The United States is now in the process of studying 
the revision of laws concerning trade with China and studying the relaxation 
of restrictions on Chinese imports and exports. At the meeting of the 
National Council for U.S.-China Trade held in June this year, the U.S. Deputy 
Secretary of State Walter Stoessel pointed out that in December 1981 America 
lifted the long-standing ban on sales of arms and ammunitions to China. The 
U.S. government moreover thoroughly reviewed all laws concerning the Sino- 
American relations and found outdated legal provisions discriminating against 
China in three areas: in the qualifications to receive American foreign aic, 
in Law 480, and and in seven types of fur formerly banned from imports. !9 
The early abolition of these discriminatory laws will have a positive 
influence on the development of Sino-American trade. The president of the 
National Council for U.S.-China Trade, Christopher Phillips, said in his 
report that between July 1981 and March 1982, the United States has approved 
1,203 licenses for exports to China, which is an almost 40 percent increase 
compared with the preceding 9 month period. 29 According to the estimate 

of the National Council for U.S$.-China Trade there will be a 10-20 percent 
increase in the bilateral Sino-American trade in 1982 over that of 1981, and 
the value of such trade will reach U.S. $6.5 billion.2! 


The aforementioned forecasts are, in our opinion, somewhat biased. We believe 
that in the near future there will be no quick development of Sino-American 
trade, but that it will also not decrease in any large measure, but will 
rather have a slow development without any great rises and falls. 


It cannot be denied that the serious act by the Reagan government in selling 
arms to Taiwan will have a negative effect on Sino-American trade over a 
certain period of time and to a certain degree, but it will not cause a 
long-term stagnation or large decline in Sino-American trade, because: (1) 
Development of Sino-American trade suits the long-term interests of America. 
Sino-American trade is a major and organic part of the overall Sino-American 
relations, as it is also closely linked with the political and diplomatic 
relations between China and the United States. For long-term strategic 
considerations, America cannot but further develop Sino-American relations, 
including Sino-American trade. (2) Sino-American trade is profitable for 
the United States. In the period 1972-81, America had a favorable trade 
balance of U.S. $7.32 billion in its trade with China and was able to market 
large amounts of surplus agricultural products and machinery in China. 
America will not give up this profitable business and will therefore definitely 
develop its trade with China. (3) China also desires to continue its trade 
with America. In the present economic readjustment, China on the one hand is 
in need of continuing imports from America as part of its needs for grain and 
cotton, Up to August 1982, China bought 6.1 million tons of wheat, 1 million 
tons of corn and a certain quantity of soybeans and cotton. In order to 
develop Sino-American trade in agricultural products, American firms trading 
in wheat, soybeans and fodder established three offices in Beijing.22 On the 
other hand, to speed up our four modernizations, we are also desirious of 
cooperating with America in the area of agriculture, communications and 
transportation, energy sources and light industry. At the beginning of 1982, 











representatives of certain large American companies held thorough discussions 
with our country covering precisesly this question of cooperation in 
engineering projects in the field of agriculture, communications and trans- 
portation, energy sources and light industry. For instance, the development 
of the Pingshuo coal mine, the modernization of production equipment at the 
Beijing Automobile Factory, the establishment of a nuclear power plant at 
Guangzhou, etc.23 For some projects, agreements have already been reached, 
for instance, an agreement signed with the Western Petroleum Company of 
America for the joint development of opencut coal mines, an agreement with 
the Pacific Richfield Company and Santa Fe International Company for 
exploration and exploitation of petroleum and natural gas in the South 

China Sea.24 According to estimates, about 20 large American companies will 
bid on China's offshore oil exploration sites, etc. (4) The role of trade 
agreements between China and the United States and other aspects of Sino- 
American economic relations. Since the normalization of Sino-American 
relations, China and the United States have signed a series of agreements and 
contracts, such as the trade agreement, the long-term grain trade agreement, 
agreements for joint capital operations, etc. The execution of these agree- 
ments and contracts will also to a certain extent promote the development of 
Sino-American trade. However, in 1981 the total value of Sino-American trade, 
Chinese imports from America and Chinese exports to America have already 
reached as high as U.S. $5.5, 3.6 and 1.9 billion, respectively, and in view 
of this condition it is absolutely impossible to maintain Sino-American trade 
at this level, which is double all figures since 1978. There are four reasons 
for this: (1) One major import item from America consists of agricultural 
products. In 1980 such imports already amounted to U.S. $2.2 billion, and 
therefore cannot possibly rise in any appreciable measure. (2) Expansion ot 
China's exports to America can also not possibly be increased. Judging by 
the commodity mix exported from China to the United States, exports are 
mostly petroleum and textiles. Although there are no restrictions in America 
against our exports of petroleum, China's annual production is only 100 
million tons, of which 12 million tons are exported. There is here a limit 
to available supplies, and large increases are just not possible. In the 
case of textile exports there is no problem with the sources being 
insufficient, and they are also “hot items" among our exports to America, 

but their exportation is in various ways restricted by the American government 
ind therefore it is impossible to increase them greatly. (3) We usually have 


an unfavorable balance of trade with America and frequently have to use our 
profits fr ie with countries of the Third World to make up the huge 
deficits i race with America. If this situation is not changed, our 
country's au.:icy to make payments may become very much restricted, and this 
too hardly allows us to be optimistic about any speedy growth of Sino-American 
trade. (4) From the American point of view, America has up to now not granted 
us the general favorable treatment afforded to developing countries and up 

to now 1s not yet announced the revision of certain discriminatory laws and 
regulations affecting the development of economic relations with China. The 
U.S. iment also gives insufficient support to its companies and merchants 


engaged in trade with China, so that they f’nd themselves in a less favorable 
position when competing against West Germany, France and Japan, etc. To a 
certain degree all these factors undoubtedly have an adverse effect on the 
possible growth of Sino-American trade relations. 








Be as it may, we are convinced that both sides, China and the United States, 
will continue to adopt measures to gradually solve certain concrete problems 
that are obstructing the way to a smooth development of Sino-American 

trade (as, for instance, the signing on 5 March 1982 of the agreement on 
mutual exemption from taxation of income from sea and air transportation 
enterprises, the joint Sino-American declaration of 17 August 1982 on the 
settlement of the question of American sales of arms to Taiwan, etc), so that 
Sino-American trade may be able to experience further development on the 

basis of equality and mutual benefit and according to the principle of helping 
to supply each other's needs. 
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JINGJI YANJIU ON ECONOMIC ACTIVITY POPULATION 
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[Article by Chen Yuguang [7115 3768 0342] of the Economic Research Institute 
of the Chinese Academy of Social Sciences and Zhang Zehou [1728 3419 0624] 
of the Technological and Economic Centre of the State Technological and 
Economic Centre of the State Council: "Analysis of the Population Involved 
in Economic Activities in China"] 


[Text] The composition of the population whose members are performing var- 
ious kinds of social economic activities is in general termed the economic 
structure of population. The economic structure of population changes fol- 
lowing changes in the nature of the relations of production and development 
of productivity. The study of the economic structure of population must be 
carried out by analyzing the definitions of the quality and quantity of the 
population with different economic characteristics from static and dynamic 
points, and exposing the reasons for the formation, development law, _ 
economic effects of this quality and quantity. 


The structures of population economic activities and noneconomic activities 
represent the most general and the most basic proportionate relations of the 
economic structure of population while other population economic structures 
such as the structure of employment and the structure of quality represent 

a further development and concretization of population economic activities 
and noneconomic activities. Therefore, population economic activities repre- 
sent a logical starting point in analyzing population economic structure. 


1. Basic Statistical Spheres of the Population Involved in Economic Activ- 
ities and Their General Relations With the Two Kinds of Reproduction 


The population involved in economic activities refers to the whole employment 
population and the rest belongs to the population that are not involved in 
economic activities. The people that are involved in economic activities 

are creating material and spiritual wealth and they represent the most active 
and the most important part of the whole population. The movement, develop- 
ment, and changes in this sector of the population have a decisive role in 
the reproduction of population and particularly in material reproduction. 
Therefore to analyze and study the situations of the people that are involved 
in economic activities have a great significance for arranging the 
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reproduction of population in a rational way and for developing the national 
economy . 


The population involved in economic activities differs from labor-age popu- 
lation. The number of people that are involved in economic activities repre- 
sent that part of the total population that earn wages from their partici- 
pation in certain social labor and therefore are also termed employed popu- 
lation or labor population. The standard for the criterion of this sector 

of [word indistinct] or have surpassed labor age but are still doing social 
labor also belong to the category of the population that are involved in 
economic activities. The criterion for labor-age population is the age level 
of this sector and according to international standards, the minimum level 

of labor-age is 15 years old. Those who are below 15 years old are termed 
teenage population. The maximum level of labor-age is 65 years old and those 
above labor-age are termed old-age population. In social life, the situation 
in which non-labor-age persons take part in social labor and thus become 
economic activity population generally exists. Those in labor-age popula- 
tion that do not tale part in social labor cannot be termed economic activity 
population. Reality shows that part of the total labor-age population cannot 
take part in social labor for various objective and subjective reasons. 


The following is the formula for calculating economic activity population and 
noneconomic activity population of a country (region) or population group: 


Economic activity population equals labor-age population minus unemployed 
population in labor-age population plus employed population in non-labor-age 
population. 


Noneconomic activity population equals total population minus economic activ- 
ity population. 


In analyzing the economy of the structure of the population that is invoived 
in economic activities it is imperative first of all to study this statisti- 
cal sphere, that is to say, the formula for the calculation of the proportion- 
ate relations between non-economic activity population and economic activity 
population is: non-economic activity population divided by economic activity 
population. This formula shows the proportionate relations between feeding 
population and fed population within a population group and the proportionate 
relations between producers and consumers. The burden coefficients of the 
economic activity population of population groups having the same total popu- 
lation may differ very much from each other. The main reasons for the dif- 
ference are population age structure and the level of economic development. 
Under the condition in which the level of economic development is mainly the 


same, the population groups with rapid population growth and great proportion 
of teenager population will be lower. Under the situation in which wage 
structure is the same, such factors as the length of reproduction training 

and educstion of labor force, the quality of population and the level of labor 


productivity will consequently affect the level of the above mentioned burden 
coefficient. 


Economic analysis of economic activity population and the mutual relations 
between population process and economic process that are shown through this 
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analysis resulted in the second statistical sphere of labor force rate. Labor 
force rate is an important standard for reflecting the situations of the re- 
sources Of labor force and the extent of the utilization of this labor force. 


In general there are three specifications for the statistics of labor force: 
1. Dual the number of economic activity population divided by the number of 
total population. 


2. Labor force rate of above labor-age population equals the number of 
economic activity population divided by the number of above labor-age popu- 
lation. 


3. Labor force rate of labor-age population equals the economic activity pop- 
ulation divided by the whole labor-age population. 


These three specifications for labor force rate have reflected from different 
aigles the type of population reproduction of a country and the level of its 
economic development. The following table shows various labor productivities 
of A and B population groups that have different age structure: 


Wage Structure 





Total Teenager Labor-age Old Age 
Population Population Population Population 














Country A 
(developing country) 1,000 40 percent 55 percent 5 percent 


Country B 
(Economy-advanced country) 1,000 20 percent 65 percent 15 percent 


Labor force 

















Economic Above Rate of 
Labor-Age Activity Labor-Age Total 
Population Population Population Population 
550 450 600 45 percent 
650 510 800 51 percent 
Labor Force Rate Labor Force Rate 
of Above Labor-Age of Labor-Age 
Population Population 
75 percent 82 percent 


61 percent 78.5 percent 








It can be seen from the above table that, first, the labor force rate of the 
whole population of country B is higher than country A. The reason is that 
population growth in country B is slow, the proportion of teenager population 
is low and that of labor-age is high while population growth of country A 

is fast, the proportion of teenager population is high and that of labor- 

age population is low. It is apparent that the difference of labor force 
rate of the whole population of different countries stems from different age 
Structure. Second, in country B, the labor force rate of the above labor-agi» 
population and that of labor-age population are lower than country A. This 
Situation is mainly caused by different levels of economic development. The 
more the economy, culture, and education of a country are developed, the 
higher will be the labor production of this country and the larger the pro- 
portions of the unemployed in old age population, and of those receiving 
education and specialization training in labor-age population. At the same 
time, the existence of a great number of jobless laborers in economically 
advanced capitalist countries has also further lowered the level of the above- 
mentioned two kinds of labor force rate. The more backward the situations of 
culture and education are, the smaller will be the proportions of the unem- 
ployed in the old-age population and the part that is receiving education and 
specialized training in the labor-age population. Of course, there are other 
contradictory reasons such as that the countries with more developed economy 
and culture are characterized by such factors as better health conditions of 
population and smaller proportion of those who have lost their labor capabil- 
ity in labor-age population and consequently the labor force rate of labor-age 
population has increased; in comparison, health conditions of the population 
of the countries with backward economy and culture are poorer and the propor- 
tion of those who have lost their labor capacity in labor-age population is 
bigger, and consequently the labor force rate of labor-age population has 
decreased. These two aspects promote and hinder each other, with the role 

of promotion exceeding the role of hindering. 


Economic analysis of the population that is involved in economic activities 


has helped to reveal that the third statistical sphere of the mutual relation~ 
ship between population and economy is the speed of the development of the 
economic activity population. This statistical sphere reflects the more con- 


crete comprehensive goal of the process of population and the level of economic 
development and it represents an important foundation for readjusting the two 
types of reproduction. 


The speed of the development of economic activity population (growth index) 

is mainly influenced by the speed of the growth of population and labor force 
rate of the whole population. And the relation between these two aspects 

are: development speed of economic activity population equals the speed of 
population development multiplied by the speed in the development of the labor 


force rate of the whole population. 


Ihe lalor force rate of the whole population is influenced by the proportion 
of the libor-age population in the whole population and labor force rate of 
labor-age population. And the relations between these two aspects are: Labor 
force rate of the whole population equals the proportion of labor-age popu- 
lation in the whole population multiplied by the labor force rate of labor-age 


population. 








According to the above-mentioned formulas we can further derive a formula 
to express the speed of the development of the population that is involved 
in economic activities: 


Speed in the development of economic activity population equals speed of 
population development multiplied by the changed index of the proportion of 
labor-age population in the whole population multiplied by the changed index 
of labor force rate of labor-age population. 


Therefore it can be seen that to base the speed of the growth of the economic 
activity population on the above mentioned three factors will fully reflect 
the comprehensive roles played by population process and economic process in 
economic activity population. 


2. Basic Development Trends of the Population That Is Involved in Economic 
Activities in Various Countries of the World 


The above-mentioned three basic statistical spheres for the population in- 
volved in economic activities have basically reflected the situations in the 
utilization of labor force in various countries and the proportionate rela- 
tions between the population involved in economic activities anJ the fed 
population, and between producers and consumers, to show the types of popula- 
tion reproduction of various countries and their national economic development 
level. The following are our further investigations of the basic conditions 
of the economic activity population in economically advanced countries and 
developing countries. 


Basic situations of the structure of the economic activity population of some 
economically advanced countries: 





Canada United States France 
1951 1961 1950 1960 1970 1954 1962 1968 

















Economic activity 
population percentage 
in total population 37.9 35.7 39.8 39 .0 40.8 45.5 42.4 41.4 


Percentage of male 
and female population 
in economic activity 
population 
(male) 598.4 51.3 5 
(female) 16.9 19.7 21. 











Italy Sweden _ Britain 
1951 1961 1971 1950 1960 1970 1959 1961 1971 


























Economic activity popu- 
lation percentage in 
total population 41.2 39.7 34.7 44.1 43.3 42.3 46.2 42.3 44.2 


Percentage of male and 
female population in 
economic activity 


population 
(male) 63.0 60.6 -— 65.2 60.9 54.7 66.6 59.8 59.1 
(female) 20.3 19.6 -- 23.2 25.7 29.9 27.4 25.6 30.0 


It can be seen from the above table that from the 1950's to the 1970's, the 
proportions of the population that were involved in economic activities in 
major economically advanced countries generally ranged between 40 to 45 per- 
cent of their total population. The trends of the development of these pro- 
portions have the following two characteristics: 


First, the proportion of the population involved in economic activities in the 
whole population, that is to say, the labor force rate of the whole population, 
tended to drop. Age structure of the above-mentioned economically advanced 
countries has changed because of slow population growth (even zero growth and 
minus growth), therefore labor productivity of the whole population must grow. 
But how can we explain that in reality there exists the trend of decreasing? 
The answers for this question can only be found in the progress of science and 
technology and development of modern education. From the 1960's to the middle 
period of the 1970's, the above mentioned economically advanced countries began 
to modernize their economy while their science and technology made rapid 
progress. The development of the national economy of these countries put 
higher demands on the production of labor force, and the proportion of those 
receiving high school education in labor-age population rapidly increased. In 
these countries, as much as 20 to 50 percent of the labor-age population with 
their ages ranging from 20 to 40 years old received higher education and as a 
result, the number of the population that were involved in economic activities 
decreased drastically. This situation constituted an important factor for the 
trend of the decreases of the proportion of economic activity population. 


Second, during the same period, the proportion of women taking part in economic 
activities tended to increase. In the final analysis, increases in employment 

opportunity for women are determined by the level in the development of economy 
and the types of the reproduction of population. Broad masses of women in 


the countries where birth rate of birth-age women is very low and where economy 
and culture and education are relatively developed have the opportunities to 
receiv «ducation and take part in social labor and they do not have to worry 


about missing these opportunities because of bringing up their children. Thus 
women in these countries have more employment opportunities. Increases in 
women's employment opportunities gives rise to the growth of the population 











that is involved in economic activities. Consequently, the labor force rate 
of the whole population increased; but compared with the increases in the 
proportion of labor-age population that are receiving higher education, the 
increase is too little to basically change the general trend of the drop of 
labor force rate of the whole population. 


Contrary to the situation in economically advanced countries, the proportion 
of the population involved in economic activities in total population in de- 
veloping countries tends to increase. 


The following are basic conditions of the structure of economic activity 
population in some developing nations. 


Pakistan Kuwait 
1951 1961 1961 1965 1970 








Economic activity population 
percentage in total population 30.7 33.5 r 4 | 39.4 32.8 


Percentage of male and female 
population in economic activity 


population 
(male) 54 .6 55.7 47.4 61.3 53.7 
(female) 3.8 8.8 0.4 4.8 » PY 
S. Africa 
(Azania) Argentina New Zealand 








1960 1970 1960 1970 1956 1966 1971 








Economic activity population 
percentage in total population 35.6 37.3 38.0 38.5 37.6 38.3 39.1 


Percentage of male and female 
population in economic activity 


population 
(male) 54.6 50.9 58.9 57.9 57.0 55.5 54.9 
(female) 16.4 24.1 17.2 19.4 18.0 21.0 23.3 


It can be seen from the above table that during the period from the 1950's to 
the 1970's, the proportion of the population that is involved in economic ac- 
tivities in these developing countries is about 30 to 40 percent of total popu- 
lation, that is to say, the proportion between those who are involved in econ- 
omic activities and those who are being fed is almost 1:2. Thus, compared 
with the economically advanced countries, the proportion of those involved in 
economic activities in total population in developing countries is much lower; 
the proportion for women that are taking part in economic activities is still 
lower. Because of backward science, technology, culture and education, there 
are few persons in the labor-age population receiving education, while a con- 
siderable number of the non-labor-age population (old age and child age 








population) have taken part in economic activities; therefore a logical situ- 
ation should be that the proportion of the economic activity population in 
total population in these developing countries must be higher than that of 
the economically advanced countries. And yet, the facts be lie this. This 
is because population growth rate in developing countries is high and conse- 
quently the proportion of tennager population is high. Consequently, the 
proportion of labor-age population in the whole population is small and this 
means that the feeding index is high. For example, from 1950 to 1970, the 
average natural growth rates of the population in France, Italy, Sweden and 
Britain were respectively 1 percent, 0.7 percent, 0.65 percent and 0.5 per- 
cent. During the same period, the average natural growth rates of the popu- 
lation in Pakistan, South Africa, New Zealand and Argentina were respectively 
as high as 3.6 percent, 3 percent, 1.95 percent and 1.6 percent. Therefore 
it can be seen that to control the growth of population and gradually decrease 
the proportion of teenager population represents an important way for increas- 
ing the proportion of the population that is involved in economic activities. 
If we do not proceed from controlling the growth of population and changing 
population age structure but merely rely on increasing the employment of 
teenager population and old age population in our effort to increase this 
proportion, the result will be that the technical level and labor force rate 
of the population that are involved in economic activities will further drop 
to hamper the development of national economy. 


It can be seen from the above analysis that rational population structure is 
first of all shown in the proportion of economic activity population in the 
whole population. This means that it is better to have high labor force rate 

of labor-age population; a higher proportion of economic activity population 

in labor-age population does not necessarily represent a rational proportion. 

In general, economically advanced countries have higher labor productivity and 
their science and technology and developing rapidly and, therefore, the require- 


ment on the quality of laborers in these countries is higher. That is why 
the labor force rate of labor-age population in these countries is in general 
lower. 


3. Central Study of the Structure of Population Involved in Economic Activ- 
ities 


China is a huge, populous country, with rich resources of labor power. But 
the economy of China is still backward and the contradictions between material 
reproduction and population reproduction have existed for a long period. 


The development and changes in the economic activity population in China over 
the past 3 decades outstandingly represented the movements of these contra- 
diction:. Following the development of the modernization program and continu- 
ous growth of population, the structure of the economic activity population 

ias also changed. Therefore it is of great theoretical and practical signifi- 
cance to conscientiously sum up historical experiences and study the law of 
the development and changes of economic activity population. The following 
shows the changes of the population in China that are involved in economi: 


activities since the founding of the PRC: 








1952. 1957 1958 1962 1971 1972 1975 1980 1981 








Total popula- 
tion (10,000) 57.482 64.653 65,994 67,295 84,779 86,727 91,970 98,225 99,622 


Economic ac- 
tivity popula- 
tion 
(Quantity 
10,000) 20.729 23,771 26,600 25,910 35,620 35,854 38,168 41,896 43,280 


(percent- 

age in 

total pop- 

ulation) 36.1 36.8 40.3 38.5 42.0 41.3 41.5 42.0 43.4 


These changes accord with the development of the national population and bas- 
ically they can be divided into the following four stages: 


The first stage was from 1953 to 1957. During these 5 years, the number of 
people involved in economic activities increased by 24.07 million, with an 
average annual increase of 6 million. The growth of economic activity popu- 
lation during this period was mainly caused by the factor of natural growth 
of population. That is to say, it was mainly caused by the factor of the teen- 
ager population prior to liberation who were continuously becoming lLabor-age 
population. During this period, the rate of the growth of population 

(2.4 percent) was similar to the rate of the growth of economic activity 
population (2.9 percent) and therfore the needs of labor force during the 
First 5-Year Plan could only affect urban and rural structure, regional 
structure, and employment structure of the population involved in economic 
activities. Taken as a whole, labor force rate of the whole population (the 
proportion of economic activity population in the whole population) exper- 
ienced no drastic changes. It was basically stabilized in the range between 
% to 37 percent and these figures were basically on a par with the level of 
some developing countries in the world during the same period. 


The second stage was from 1958 to 1961. The beginning of 1958 was character- 
ized by such "leftist" ideological guidance as "taking steel as the key" and 
“overall leap-forward" and the number of the population involved in economic 
activities increased drastically and rapidly. This figure increased by 11.9 
percent from 3.3 percent in 1957 and consequently labor force rate of the 
whole population increased from 36.8 percent to 40.3 percent. Total number 
of the population involved in economic activities increased to 266 million, 
an increase of 28.29 million over the figure of 1957. Such a big margin in 
the increase of the economic activity population was not caused by the large 
number of teenager population that joined the labor-aged population as in the 
previous period, but was mainly caused by massive mobilization of the non- 
labor-age population to take part in the movement with producing iron and 
uteel by the masses as the centre. Such an abnormal situation not only caused 
serious waste of the resources of labor force but also seriously hampered the 











improvement of labor productivity. The absolute figure of the economic activ- 
ity population dropped drastically in the 3 years following national economic 
readjustment. In 1962, the proportion of the economic activity population in 
the whole population dropped to 38.5 percent. 


The third stage was from 1962 to 1971. The population involved in economic 
activities grew rapidly during this period. Following the national economic 
readjustment and the implementation of various economic policies, the economic 
activity populatior grew drastically from 259.1 million in 1962 to 365.2 
million in 1971. Characteristic features during this period included: 

1) The economic activity population on the average grew by more than 3.3 
percent annually and this figure represented the fastest population growth 
since the founding of the PRC; and 2) the proportion of the population that 
were involved in economic activities in the whole population, or labor force 
rate, of the whole population increased from 38.5 percent to 42 percent. 

Such big increases in the growth of the economic activity population were a 
common result of population reproduction and political and economic factors 

in China. The population in China began to grow rapidly in the early days of 
the PRC following rehabilitation and development of the national economy and 
improvement in people's living standard and health conditions. The proportion 
of teenager population rapidly decreased and the labor force rate of the whole 
population tended to drop. Because the economy and culture and education in 
China were backward and because of the influence of political factors, this 
trend was not only offset but tended to increase abnormally. What were the 
factors that made this proportion tend to increase? First, peasants in China 
total 800 million, the level of agricultural productivity is still low and the 
majority of the rural collective economy can in no way afford the introduction 
of a retirement and social guarantee system, so the old-age population even 

up to age 65 is still engaged in agricultural production. Second, as both 
culture and education in China are still backward, a total of more than 100 
million youngsters in rural areas in general can only finish primary school 
education and a proportion of students begin to take part in agricultural 
production after finishing junior secondary school education. In particular, 
the emergence of the "10 turbulent years" was followed by chaotic social order; 
teachers were sent to do manual work in rural areas, schools were closed 

wn and youngsters in rural and urban areas had no opportunity to continue 
ind consequently the training and education for labor force repro- 


luction ild not but be suspended for as long as 10 years. Statistics showed 
that fr 1966 to 1971, more than 16 million youngsters from urban areas 
ettled down in rural areas and this figure represented 27.5 percent of the 
yrowth of the population involved in economic activities across the country. 

e f f tage was from 1972 to 1981. During this period, the growth of the 

ida involved in economic activities began to slow down. During this 

lOf year riod, the size of this population increased from 358.54 million to 
632.8 million, with an average annual increase of 7.426 million, far lower 
than t! forage annual growth of 14.046 million in the period from 1952 to 
1981. There was an outstanding contradiction during this period in the growth 


f the population involved in economic activities. On the one hand, the growth 


f this population rapidly dropped while on the other hand, the proportion of 
this por ilation reached a record high of 43.4 percent and this figure WAS 











equivalent to the level of some economically advanced countries. How shouild 
we explain this situation? According to our view, this situation was deter- 
mined by particular conditions in the development of the population and 
economy in China. 


As mentioned above, because of the influence of high birth rate in early days 
following the founding of the PRC, there were great difficulties for youths 
either to continue their study or to find jobs from the beginning of the 
1970's. As a result, there was an accumulation of a great number of job- 
awaiting people and this situation constituted an important factor for a 
rapid drop in the growth of the economic activity population in China. But 
we must also understand that beginning in the 1970's, and particularly follow- 
ing the downfall of the "gang of four,” natural growth of population began to 
drop drastically thanks to the effort we made in birth control. As labor-age 
population continued to grow and the growth of total population dropped, 
labor force rates of the whole population gradually increased. It can be 
predicted that as long as the population growth in China gradually decreases 
and labor-age population of the previous period continues to grow, total 
labor force rate in China will not be lower than 40 percent for quite a long 
period to come. 


At present, there are more than 400 million laborers in China who have taken 
part in various forms of production labor. In China, the population that is 
involved in economic activities developed and changed under conditions in 
which the population changed from rapid growth to drastic drop, economy 
developed tortuously and education wac at one time damaged. It can be 

seen from the change of the economic activity population in China that the 
proportion of this population in total population, that is, the labor force 
rate of the whole population, is apparently higher than some developing 
countries and slightly lower than economically advanced countries. As labor 
force rate of the whole population has already reached over 41 percent and it 
tends to increase, the utility rate of the population with labor capability 
in the population in China is quite high. But at the same time we must also 
understand that behind this high utility rate there are hidden various ir- 
rational factors. Namely, a great many youths have taken part in social 
labor too early, thus hindering the application of science and technology and 
improvement of labor force quality. As a result, surplus labor existed in the 
employment population for quite a long period in factories, mines, enter- 
prises and collective economy in rural areas, with jobs that should be done 
by 3 persons being shared by 5 persons. This situation has consequently 
created various serious wastes in the resources of labor force and affected 
the improvement of labor productivity thus seriously spoiling the country's 
modernization program, 

4. Further Trends in Changes of Economic Activity Population in China and 
Strategic Measures for Readjusting These Changes 


In economically advanced countries, following the emergency of economic 
modernization, progress in science and technology, rapid development in 
culture and education, improvement in labor productivity and slower population 
growth (even zero or minus growth), the general trend in the changes of the 








development of the economic activity population is: In the early stage, the 
proportion of economic activity population in total population drastically 
increases because of changes of population age structure; but in the follow- 
ing stage, it tends to slow down because of the needs of economic moderniza- 
tion in training and educating part of the reproduction of labor force. If 
we study these two stages, we will find that the proportion of economic ac- 
tivity population in labor-age population, that is labor force rate of labor- 
age population, continues to drop. This trend is a national result of the 
training and education of labor force that will consequently result in im- 
proving labor productivity. Such changes of the population which is involved 
in economic activities represent a logical development process as well as a 
basic standard of the modernization of population reproduction and scientific 
and technical progress. 


From a long-range, strategic point of view, the development of the population 
involved in economic activities will not depart from the trend of changes and 
the law of these changes which has been experienced by some countries. At the 
same time, the speed and scale of the growth of the economic activity popula- 
tion in China are also influenced by a number of factors such as the speed 

of the growth of the population, the situation of the growth of the labor- 

age population in the previous period, the development of national economy 

and education and improvement of labor productivity. 


If China is able to control its population to within 1.2 billion by the end 

of this century and various national economic departments have initially 
realized modernization, it is expected that in the next century the proportion 
of the economic activity population in the whole population and the economic 
efficiency of this population--labor productivity--will be improved consider- 
ably. During this century, because of rapid growth of the population in the 
previous period, the growth of labor-age population has been high and 
therefore, unlike teenager population in economically advanced countries, 


teenager population in China cannot first of all be massively shifted to 
education and training departments before they take labor positions in 
ciety. Therefore, in the immediate future, the labor force rate of the 


whole population will continue to increase, but the technology and labor 
productivity that each member of population can contribute cannot be sub- 
tantially improved. How can we rid ourselves of this irrational and passive 
ituation? This question no doubt involves the strategy of readjusting the 
opulation that is involved in economic activities in China. 


There are some shortcomings in the structure of the population involved in 


economi itivities in the country. It is necessary to readjust this struc- 
ture in a planned way, and from a long-range, strategic view point, before 

ve are able to rationally use the rich labor resources of our country, fully 
lisplay « advantages of our an power, and rapidly promote the development 


f the national economy with relatively high labor productivity. 


Basically speaking, to readjust the structure of the economic activity 
population in China, it is imperative first of all to control the growth of 
population and further improve the labor force rate of the whole population; 








and on the basis of developing the national economy and culture and educa- 
tion, it is imperative to gradually decrease the labor force rate of labor- 
age population, and considerably increase the economic efficiency of the 
structure of economic activity population--labor productivity. 


In short, to improve the labor force rate of the whole population, decrease 
the labor force rate of labor-age population and drastically increase the 
labor productivity of the economic activity population represents three big 
strategic goals in readjusting the economic activity population in China. 
These measures represent basic points in readjusting the structure of our 
economic activity population; it is also a basic way for improving the labor 
force rate of the whole population. The current rate of labor force of the 
whole population in China is no coubt low by international standards when it 
is reduced by deducting some irrational factors as mentioned above. The 
difference between this rate and those of some economicaliy advanced countries 
is even bigger. For example, in early 1960's, labor force rate of the whole 
population in West Germany was 48 percent and the figure for the Soviet Union 
in 1970 was 47.7 percent. Therefore, this question can only be basically 
resolved through such ways as controlling the growth of population and chang- 
ing the structure of population. 


Second, develop in a big way prior-employment general education and special- 
ized education among labor-age population and training am education for em- 
ployees in the economic activity population. These measures represent the 
only way for improving labor force quality, exploiting the mental resources 
and increasing in a big way tthe labor productivity of economic activity popu- 
lation. Prior-employment education belongs to the education of labor force 
reserves and it represents an important way for instilling modern scientific 
knowledge in the labor force. Employees training and education belong to 
post-employment professional technical education and it is an indispensable 
and effective measure to prevent the aging of specialized technical knowledge 
and to grasp new science and technology. The popularization and advancement 
of prior-employment and post-employmerit training and education for labor-age 
population will, to a certain degree, decrease the labor force rate of the 
labor-age population, but such decreases are necessary and rational. But like 
the situations that have been experiences by economically advanced countries, 
such decreases represent a basic standard for scientific and technical progress 
and modernization of the reproduction of labor force. 





We are confident that as long as we can conscientiously study the law of the 
changes in the development of economic activity population, we will be able, 
following the development of the national economy, to control the growth of 
population and develop education in a big way, further improve labor force 
rates and economic efficiency of the population of our country and enable our 
national economy and population to develop harmoniously. 
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